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Financial Highlights

{in thousands, except per share data) 2006 2005 2004
Operating Data
Net Sales 179.8 130.9 126.2
Operating Income (22.8) 15.7 15.8
Net Income (25.5) 11.1 12.4 ¢
Performance Data :
Return on sales -14.2% ' 8.4% 9.8%
Return on assets -8.4% 7.8% 9.8%
At Year-End
Assets 462.3 147.6 134.3
Liabilities 276.6 20.1 17.8
Shareholders' investment 185.6 127.6 116.5
Working capital 42.4 57.0 44.8
Per Share Data
Diluted earnings (1.03) 0.52 0.59
Cash dividends 0.10 0.10 0.10
Book value 6.50 6.01 5.56

> Stock Performance Graph

The following graph depicts the cumulative total return on the Company’s common stock compared to the
cumulative total return on the indices for NASDAQ Stock Market (U.S. and foreign) and NASDAQ non-financial
stocks which is considered to be the Company’s peer group. The graph assumes an investment of $100 on the last
trading day of 2000, and reinvestment of dividends in all cases.

Comparison of Five-Year Cumulative Total Returns
Performance Report for X-Rite, Incorporated
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2006 an Historic Year for X-Rite and the Industry

Dear Fellow Stakeholders:

2006 was a year of significant transformation for X-Rite and the industry as we completed the acquisition of
Amazys AG, the second largest company in the industry. A new market force for developing, marketing and
supporting cutting-edge color management solutions has emerged — One Company that unites the best of
technology innovation and great products and services, with a passion for delighting our customers and the
talent to keep it going. Some things will remain the same. We will continue to build on our history as a
growing, profitable company focused on color management solutions. We will continue to conduct our
business in a manner consistent with the highest standards of corporate gevernance and global citizenship.
But, some things will change. We are now the clear leader in nearly all of our major vertical markets. We
have the size and scale to serve our existing markets, while also pursuing new markets for additional growth.
We have the geographic presence to meet the needs of our global customers nearly anywhere in the world.

Our 2005 financial results were significantly impacted by our acquisition of Amazys. We announced the
transaction on January 31, 2006 and ultimately closed on July 5, 2006. Significant energy and resources
went into the integration planning process in the first six months of the year. Once we closed the transaction,
our primary focus turned to execution of our plans. Our revenue growth on a proforma basis suffered as a
result of the acquisition; however, this was anticipated. Overall, we are pleased that we have made
substantial progress on many fronts. This includes:

+ X-Rite invested approximately $295 million in a successful bid to acquire Amazys through a
combination of cash, debt, and X-Rite stock. This transaction represents a fundamental change in
the industry and supports many new copportunities for X-Rite.

QOur Board of Directors implemented its CEQ succession plan and established a new Senior
Leadership Team comprised of excepticnal talent from both companies. This team will be responsible
for setting the direction of the Company, establishing and executing the strategy, and delivering
exceptional stakeholder value going forward.

¢ We completed the establishment of a new U.S. headquarters in Grand Rapids, Michigan that's built for
growth. This new location complements our European headquarters in Regensdorf, Switzerland and
the Asia Pacific hub in Hong Kong.

+  We pursued an extensive worldwide integration plan to efficiently and effectively digest the Amazys
acquisition. Immediately after the July 5, 2006 close, we aggressively began to implement the plan,
closing 12 offices worldwide, transferring manufacturing of key product lines, reducing the combined
workforce by approximately 13% and realized $6.2 million in cost synergies in the second half of
2006. Further, all critical product lines were rationalized and announced in the market, while
maintaining all major customer and partner refationships.

* We completed in February of 2007, the sale of our Labsphere subsidiary for approximately $15
million. The divestiture of this non-core light business is in line with our strategy to focus resources
on our core, color-related businesses.

Ali of these actions are aimed at helping us build a business that provides exceptional value for our
stakeholders on a sustainable basis. We know that through these efforts, X-Rite has taken a strong
leadership position in the color technology industry. This leadership position yields a variety of advantages
for our customers and our competitiveness. These include:

» Substantially larger research & development budgets than our next largest competitors, driving
greater new product innovation

s The largest and most qualified sales and application engineering team in the world that is dedicated
to color technology and solutions



* Anunmatched installed base of customers using color technology, including a significant share of
customers and partners that represent the biggest companies in the world.

*+ A worldwide service and support infrastructure particularly valuable to the increasing number of global
account relationships attracted to our solutions

* A proven business model that has yielded positive financial results for more than 50 years and is now
positioned for greater profit leverage

¢ The undisputed brand leader in color know-how, technology and solutions

While confident in our market position, there are many external dynamics that can affect our ability to meet
our goals. The state of the world economy is of course one such factor. Because of the significant number of
industries and geographic regions we serve, and products we offer, we may be insulated from economic
down-turns in particular sectors. We strongly believe that our solutions help our customers reduce operating
costs, improve quality and increase their speed. These value propositions are of course important in good
economic times and bad.

The competitive landscape is another important external factor. We respect our traditional competitors in the
industry and are confident in our ability to compete in the markets we choose. As a longstanding technology-
based business, we understand that emerging technologies and larger markets can attract new competitive
threats. As a result, we analyze possible new competitors that may enter important existing markets or new
target markets where we have plans to expand.

That said, we are excited about the new opportunities that are developing, which will extend our options
outside our traditional markets. We see these new markets taking us into solutions beyond the mission
critical applications we have historically delivered in the pressroom and industrial markets such as textiles,
paints, plastics and automotive. These new markets are being shaped by a combination of dynamics. First,
X-Rite has led the industry in developing a range of new color solutions that are available at a range of price
points never realized before, are easy to use or are embedded, and support a shift towards interoperability
and standards. Perhaps as importantly, new customers and markets are finding ways where X-Rite’s color
technology can contribute to their value proposition and in many cases be a differentiator. The trends towards
digitalizing workflows from global supply chains to photography are a clear catalyst for these new
opportunities. Interestingly, the innovation that is allowing these new markets to develop is also fueling new,
higher value applications in our traditional markets.

Of course to deliver the promise we see in front of us, we need the support of our key stakeholders. This
starts with our employee team. Their imagination, skills and commitment to excellence are our engine for
success. Our shareholders provide us financial capital to make important investments in our business. Our
partners extend our capability in the market. And finally our customers, through their trust and partnership,
make it all possible. On behalf of the board and management team, we thank all our stakeholders for their
contributions to our success and particularly for their support through the unique challenges of 2006.

The merger of Amazys into X-Rite has profoundly changed the company and the industry. Our commitment
to our stakeholders is to leverage the power of the new X-Rite for the purpose of delivering exceptional value
on a sustained basis.

Sincerely,

s“.w%p Jf_

John E. Utley Thomas J. Vacchiano, Jr.
Chairman of the Board President & Chief Executive Officer
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PART I
ITEM 1. BUSINESS

LAY [T LI

X-Rite, Incorporated (also referred to as *“X-Rite,” “the Company,” “our,” “we,” or “us”) is a technology
company that develops a full range of color management systems and solutions. The Company’s technologies
assist manufacturers, retailers and distributors in achieving precise color appearance throughout their global
supply chain. X-Rite products also assist printing companies and professional photographers and graphic
designers in achizving precise color reproduction of images across a wide range of devices and from the first to
the last print. The Company’s products also provide retailers color harmony solutions at peint of purchase. The
key markets served include Imaging and Media (formerly known as Graphic Arts), Retail, and Industrial. A more
detailed discussion of X-Rite products and markets appears below.

Products are sold worldwide through the Company’s own sales personne! and through independent sales
representatives and dealers. The Company is headquartered in Grand Rapids, Michigan and has other domestic
operations in Ohio, New Hampshire, North Carolina and Massachusetts. In addition, the Company has locations
in Switzerland, Germany, England, France, Italy, Spain, the Czech Republic, Russia, Hong Kong, China, Japan
and Singapore, Manufacturing facilities are located in the United States, Switzerland, Germany, and [taly.

X-Rite was organized in 1958 as a Michigan corporation and made its initial public offering of common stock in
April of 1986. We have grown through internal expansion and acquisitions, investing heavily over the past three
years in our core color businesses.

*  Amazys Holding AG Acquisition

We completed the acquisition of Amazys Holding AG (Amazys) on July 5, 2006. Amazys is a color
management solutions company, based in Switzerland that develops markets, and supports hardware,
software, and services to measure and communicate color for the imaging and media, photography, digital
imaging, paints, plastics, apparel, textiles, and automotive industries.

+  Product Innovation

In 2006, we introduced twelve new products and twenty-two major product upgrades. We also devoted
substantial resources to research and development, streamlining the development process, and achieving
functional design excellence. We currently spend over fourteen percent of our revenues annually on
engineering, research, and development. Our focus continues to center on color management solutions that
incorporate software, hardware, and services.

* International Operation

With offices in twelve countries outside the U.S. and service centers across Europe, Asia, and the Americas,
X-Rite continues to improve its ability to conduct business with customers around the world. In 2006,
international sales represented 59.2 percent of total revenue. The Company began to accelerate its global
presence in 1993 with the establishment of two foreign sales and service substdiaries: X-Rite GmbH,
Cologne, Germany and X-Rite Asia Pacific Limited, Hong Kong. In 1994, we established a U.K. subsidiary,
X-Rite, Ltd., which acquired the outstanding stock of an X-Rite dealer located near Manchester, England. In
1998, a French subsidiary, X-Rite Méditerranée SARL, was established by acquiring a branch of an X-Rite
dealer locatad near Paris. In 2002, we opened X-Rite, (Shanghai) International Trading Co. Ltd., a sales and
service center incorporated in The Peoples Republic of China. This subsidiary coordinates activity with
previously opened representative offices in Beijing, Tianjin and Guangzhou strengthening our ability to
serve China’s growing markets. In 2003, we affirmed our commitment to Japan and the many multi-national
headquartered companies that reside there by expanding our sales office and creating a new company,
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X-Rite, K.K. In 2006, we expanded our global presence even further through the acquisition of .Amazys
Holding AG, a color solutions company based in Switzerland.

MAJOR MARKETS

X-Rite operates in one reportable business segment: quality control selutions and accessories. Accordingly, no
separate operating segment information is presented. Our primary market focus is in the color management and
measurement arca. We provide end-to-end solutions that combine hardware, software, and services to customers
in three major markets.

Imaging and Media (formerly Graphic Arts)

The Imaging and Media business represented approximately 49 percent of X-Rite’s total net sales in 2006, and
consists of two major markets: Digital Imaging and Printing.

X-Rite's Digital Imaging markets consist of solutions for graphic designers photo processing, photography,
graphic design, pre-press service bureaus, and a myriad of calibration tools for image setters, raster image
processors, and other digital applications. Our product solutions work to create value at key stages of the
workflow by reducing waste, increasing productivity and enhancing quality.

The primary Printing markets that we serve are in digital and traditional printing. X-Rite’s color-calibrated
instruments, digital palettes, and output measurement devices support color communication for the entire printing
and preprinting process reducing set up time and eliminating costly mistakes. Our handheld products are
straightforward, self-contained solutions that keep color on-target in the pre-press process, ink lab and
pressroom. X-Rite's automated scanning systems support the need for faster and more frequent color data
collection.

Industrial

Our Industrial business represented approximately 26 percent of total net sales in 2006, and is concentrated in the
quality and process control markets. We design, develop, and manufacture reliable and accurate precision
instrumentation, software, and systems for global manufacturers, fulfilling a need to measure color for
formulation, quality, and process control for paint, plastics, and textiles. Accurate color reproduction and global
supply chain management offers businesses a competitive advantage, and is an important factor when products
are assembled from parts made around the world. X-Rite industrial product solutions are designed to reduce
waste, increase production uptime, improve process management, and enable global color communication.

Retail

X-Rite’s Retail business represented approximately 13 percent of X-Rite's total net sales in 2006 and serves two
major markets: paint matching and home décor. The paint matching business is conducted under the name of
Match Rite. X-Rite is the leading supplier of retail paint matching systems for home centers, mass merchants,
hardware stores and paint retailers in North America, and it has established a strong presence in Europe and other
regions of the world. X-Rite’s Retail customers rely on its strength in color measurement instrumentation,
database creation and management, custom software development, and large scale account servicing. These
solution-based products reduce paint inventory for the retailer and provide a user-friendly environment
promoting sophisticated shade matching capabilities for the consumer. We are leveraging our retail-based
expertise to broaden this market and develop other shade matching applications for our retail customer base and
other facets of the home décor industry.

Other

Light measurement—X-Rite is one of the most experienced suppliers of light measurement technology in the
world, producing best-in-class light measurement systems and accessornies, uniform light sources, diffuse
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reflectance materials, and reflectance standards. Our Labsphere subsidiary specializes in the design and
manufacture of integrating spheres and systems, and instruments for a variety of electro-optical test and
measurement applications, including: lamp flux measurement, LED measurement, reflectance and transmittance
measurement, and radiance and irradiance applications. This extensive product line features more than 100
systems and accessories that serve many industries, including telecommunications, automotive, and military/
aerospace. In February 2007, the Labsphere business was sold as part of the Company’s strategic focus on color
management.

Medical and Dental—X-Rite serves the medical x-ray market’s imaging needs and provides instrumentation
designed for use in controlling variables in the processing of x-ray film. Additionally, we manufacture restorative
tooth shade matching instruments and complementary software packages that are designed for use in cosmetic
dental practices. Our ShadeVision® System is a significant technological advance that improves patient care by
replacing the subjective selection of tooth color with an accurate measurement. This product line is sold and
marketed exclusively through our partner, Sullivan-Schein Dental, part of the Henry Schein Company.

Color Services—X-Rite provides professional color training and support worldwide through seminar training,
classroom workshops, on-site consulting, technical support and interactive media development. Our Color
Services business provides both major manufacturers and end users with comprehensive solutions for their color
and workflow problems.

PRODUCTS

X-Rite’s color measurement solutions are comprised of hardware, software, and services. Here is a brief
overview of the primary components that make up our product lines.

Instrumentation

» Colorimeters measure light much like the human eye using red, green and blue receptors and are
utilized to measure printed colors on packages, labels, textiles and other materials where a product’s
appearar.ce is critical for buyer acceptance.

+  Spectrophotometers are related to colorimeters; however, they measure light at many points over the
entire visible spectrum. Spectrophotometers are used in color formulation for materials such as plastics,
paints, inks, ceramics and metals. The Company’s muiti-angle spectrophotometer, which is used to
measure the color of metallic finishes, is useful for controlling the color consistency of automotive
paints and other metallic and pearlescent coatings. In addition, the Company produces a spherical
spectrophotometer, which measures the color of textured surfaces and is used in the textile, paint, and
plastics industries.

» Densitometers are instruments that measure optical or photographic density, compare such
measurement to a reference standard, and signal the result to the operator of the instrument. Some
models are designed for use in controlling variables in the processing of x-ray film in medical and
non-destructive testing applications. Other models are designed to be used to control process variables
in the production of photo-transparencies, such as photographic film and microfilm, or measure the
amount of light that is reflected from a surface, such as ink on paper.

+ Spectrodensitometers combine the function of a densitometer with the functions of a colorimeter and a
spectrophotometer to provide measurements for monitoring color reproduction used for controlling the
color of printed inks in graphic arts applications.

= Sensitometers are used to expose various types of photographic film in a very precise manner for
comparison to 4 reference standard. The exposed film is processed and then “read” with a densitometer
to determine the extent of variation from the standard.
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Software and Databases

The Company provides software and databases that interface with its color measurement instruments and other
process equipment. These software packages allow the user to collect and store color measurement data, compare
that data to established standards and databases, communicate color results and formulate colors from a database.

OTHER INFORMATION

Manufacturing, Sourcing and Service

We manufacture the majority of our products at our manufacturing facilities in Grand Rapids, Michigan and
Regensdorf, Switzerland. We generally have multiple sources for raw materials, supplies and components, and
are generally able to acquire materials on a volume discount basis. Product repair and service is provided at
twelve locations throughout the world.

Competition

The color management and measurement business is intensely competitive and subject to technological change,
evolving customer requirements, and changing business models. We face significant competition in all areas of
our current business activities. The rapid pace of technological change continually creates new opportunities for
existing competitors and start-ups and can quickly render existing technologies less valuable. Customer
requirements and preferences continually change as other technologies emerge or become less expensive. We
face direct competition from approximately six firms producing competing products in the Imaging and Media
category, and approximately six manufacturers of competing products in the retail and industrial markets, some
of whom have significant resources and sales. The primary basis of competition for all the Company’s products
is technology, design, service, and price, Qur competitive position may be adversely affected in the future by one
or more of the factors described in this section.

Employees

As of December 30, 2006, the Company employed 968 people on a full time basis, of which 586 are in the
United States. We believe we have been successful in attracting and retaining highly qualified employees, but we
cannot guarantee that we will continue to be successful in the future. We believe we have good relationships with
our employees.

Patents

As of December 30, 2006, X-Rite owned 170 patents and had 164 patent applications on file. While the
Company follows a policy of obtaining patent protection for its products where appropriate, it does not believe
that the loss of any existing patent, or failure to obtain any new patents, would have a material adverse impact on
its current operations. We expect to protect our products and technology by asserting our intetlectual property
rights where appropriate and prudent.

Distribution Networks

X-Rite’s products are sold by its own sales personnel and through independent manufacturer’s representatives.
Certain products not sold directly to end-users are distributed through a network of independent dealers
throughout Europe, Asia Pacific and the Americas. Independent dealers are managed and serviced by the
Company’s sales staff and by independent sales representatives.

Seasonality

The Company’s business is generally not subject to seasonal variations that significantly impact sales,
production, or net income. ,




Working Capital Practices

The Company does not believe that it, or the industry in general, have any special practices or special conditions
affecting working capital items that are significant for an understanding of the Company’s business.

Significant Customers

No single customer accounted for more than 10 percent of total net sales in 2006, 2005, or 2004. We do not
believe that the loss of any single customer would have a material adverse effect on the Company.

Backlog

The Company’s backlog of scheduled but unshipped orders was $16.8 million as of January 27, 2007, and
$5.0 million as of January 28, 2006. This backlog is expected to be filled during the current fiscal year.

Research, Development and Engineering

During 2006, 2005, and 2004, respectively, the Company expensed $26.5, $16.3, and $15.2 million on research,
development, and engineering.

In addition to the FD&E costs reported as operating expenses, certain costs to develop new software products
were capitalized in each of the last three years. Software development costs capitalized totaled $3.0, $3.8, and
$3.3 million in 2006, 2005, and 2004, respectively. The related amortization expense was included in cost of
sales (see Note 2 to the Consolidated Financial Statements).

See Note ] io the Consolidated Financial Statements contained in Part 11, ltem 8 of this Annual report on Form
10-K for a discussion of our domestic and international sales.

ITEM 1A. RISK FACTORS

There are many risk factors that may adversely affect the Company’s operating results; risk factors that X-Rite
deems critical include the following:

Qur future results could be harmed by economic, political, geographic, regulatory and other specific risks
associated with international operations.

The acquisition of Amazys in July of 2006 significantly expanded our internationat operations. During fiscal
2006, we derived approximately 59.2% of our total revenues from sales of our products outside of the United
States, compared with 47.5% during fiscal 2005. We intend to continue to pursue growth opportunities in sales
internationally, which could expose us to greater risks associated with international sales and operations. There
can be no assurance that we will maintain or expand our international sales. We believe that our future growth
will be dependent, in part, upon our ability to maintain and increase revenues in our existing and potential
international markets. If the revenues generated from international activities, especially in emerging markets, are
inadequate to offset the expense of maintaining such international operations, our business, financial condition
and results of operations could be materially and adversely affected. The increasingly international reach of our
businesses could also subject us and our results of operations to unexpected, uncontrollable and rapidly changing
economic and political conditions. Specifically, international sales and operations are subject to inherent risks,
including:

« lack of experience in a particular geographic market;

« tariffs and other barriers, including import and export requirements and taxes on subsidiary operations;
+ different and changing regulatory requirements in various countries and regions;

« fluctuating exchange rates and currency controls;

+ difficulties in staffing and managing foreign sales and support operations;
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* longer accounts receivable payment cycles;

= potentially adverse tax consequences, including repatriation of earnings;

* diminished protection of intellectual property in some countries outside the U.S.;
* development and support of localized and translated products;

* lack of acceptance of localized products or X-Rite in foreign countries;

» differing local product preferences and product requirements;

* labor force instability, including possible shortages of skilled personnel required for local operations;
and

« political and/or economic instability, such as perceived or actual public health (e.g. SARS) or terrorist
risks which impact a geographic region and business operations therein.

As we expand our international operations, we may encounter new risks. For example, as we focus on building
our international sales and distribution networks in new geographic regions, we must continue to develop
relationships with qualified local distributors and trading companies. If we are not successful in developing these
relationships, we may not be able to grow sales in these geographic regions.

If we fail to attract, hire and retain qualified personnel, we may not be able to design, develop, market or
sell our products or successfully manage our business,

Cur ability to attract new customers, retain existing customers and pursue our strategic objectives depends on the
continued services of our current management, sales, product development and technical personnel and our
ability to identify, attract, train and retain similar persennel. Competition for top management personnel is
intense and we may not be able to recruit and retain the personnel we need if we are unable 10 offer competitive
salaries and benefits, or if our stock does not perform well. The loss of any one of our management personnel, or
our inability to identify, attract, train, retain and integrate additional qualified management personnel, could
make it difficult for us to manage our business successfully and pursue our strategic objectives. We do not carry
key person life insurance on any of our employees. Similarly, competition for skilled sales, product development
and technical personnel is intense and we may not be able to recruit and retain the personnel we need. The loss of
the services of key sales, product development and technical personnel, or our inability to hire new personnel
with the requisite skills, could restrict our ability to develop new products or enhance existing products in a
timely manner, sell products to our customers or manage our business effectively.

We are subject to risks arising from currency exchange rate fluctuations, which could increase our costs
and may cause our profitability to decline.

In fiscal 2006, we derived approximately US$106.4 million, or 59.2% of our total revenues, from sales of our
products outside of the United States. Measured in local currency, a substantial portion of our business’ foreign
generated revenues were generated in Swiss Francs, Euros and British Pound Sterling. The United States dollar
value of our foreign-generated revenues varies with currency exchange rate fluctuations. Significant increases in
the value of the United States dollar relative to other currencies could have a material adverse effect on our
results of operations. We address currency risk management through regular operating and financing activities.
We currently have no hedging or similar foreign currency contracts to mitigate the risk of exchange rate
fluctuations. Fluctuations in the value of foreign currencies could adversely impact the profitability of our foreign
operations.

If we are unable to protect our intellectual property rights, our business and prospects may be harmed.

We have made significant expenditures to develop and acquire technology and intellectual property rights. We
actively patent and trademark these properties whenever possible and will vigorously defend them against
infringement. Our failure to protect our intellectual property could seriously harm our business and prospects
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because we believe that developing new products and technologies that are unique is critical to our success. We
will incur substantial costs in obtaining patents and, if necessary, defending our intellectual propriety rights. We
do not know whether we will obtain the patent protection we seek, or that the protection we do obtain wili be
found valid and enforceable if challenged. Our efforts to protect our intellectual property through patents,
trademarks, service marks, domain names, trade secrets, copyrights, confidentiality and nondisclosure
agreements and other measures may not be adequate to protect our proprictary rights. Patent filings by third
parties could render our intellectual property less valuable. Disputes may arise as to ownership of our intellectual
property or as to whether products designed by our competitors infringe our intellectual property rights.
Employees, consultants and others who participate in developing our products may breach their agreements with
us regarding our intellectual property, and we may not have adequate remedies for the breach. In addition,
intellectual property rights may be unavailable or limited in some foreign countries, which could make it easier
for competitors to capture market position. Competitors may also capture market share from us by designing
products that mirror the capabilities of our products or technology without infringing on our intellectual property
rights. In addition, as sales of our products continue to grow internationally, our exposure to intellectual property
infringements in countries where intellectual property rights protections are less stringent will increase. If we do
not obtain sufficient international protection for our intellectual property, our competitiveness in international
markets could be impaired, which would limit our growth and future revenue.

We may be subject to intellectual property litigation and infringement claims, which could cause us to
incur significant expenses or prevent us from selling our products,

A successful claim of patent or other intellectual property infringement against us could adversely affect our
growth and profitability, in some cases materially. We cannot assure you that others will not claim that our
proprietary or licensed products are infringing on their intellectual property rights or that we do not in fact
infringe on those intellectual property rights. From time to time, we receive notices from third parties of potential
infringement and receive claims of potential infringement. We may be unaware of intellectual property rights of
others that may cover some of our technology. If someone claims that our products infringed on their intellectual
property rights, any resulting litigation could be costly and time consuming and would divert the attention of
management and key personnel from other business issues. The complexity of the technology involved and the
uncertainty of intellectual property litigation increase these risks. Claims of intellectual property infringement
also might require. us to enter into costly royalty or license agreements. However, we may be unable to obtain
royalty or license agreements on terms acceptable to us or at all. We also may be subject to significant damages
or an injunction preventing us from manufacturing, selling or using some of our products in the event of a
successful claim of patent or other intellectual property infringement. Any of these adverse consequences could
have a material adverse effect on our business, financial condition and results of operations.

We may not have financing for future technology and capital requirements, which may prevent us from
addressing gaps in our product offerings, improving our technology or increasing our manufacturing
capacity.

If we cannot incur additional debt or issue equity or are limited with respect to incurring additional debt or
issuing equity, we may be unable to address gaps in our product offerings, improve our technology or increase
our manufacturing capacity, particularly through strategic acquisitions or investments. Although historically our
cash flow from operations has been sufficient to satisfy working capital, capital expenditure and research and
development requirements, in the future we may need to incur additional debt or issue equity in order to fund
these requirements as well as {o make acquisitions and other investments. We cannot assure you that debt or
equity financing will be available to us on acceptable terms or at all. If we raise funds through the issuance of
debt or equity, any debt securities or preferred stock issued will have rights and preferences and privileges senior
to those of holders of our commeon stock in the event of a liquidation. The terms of the debt securities may
impose restrictions on our operations. If we raised funds through the issuance of equity, this issuance would
dilute your ownership of us. If the price of our equity is low or volatile, we may not be able to issue additional
equity to fund future acquisitions.



Cur ability to make payments on and to refinance our indebtedness and to fund working capital, capital
expenditures and strategic acquisitions and investments, will depend on our ability to generate cash 'in the future.
Our ability to generate cash is subject to general economic, financial, competitive, legislative, regulatory and
other factors that are beyond our control.

The markets for our products and services are highly competitive. If we are unable to compete effectively
with existing or new competitors, our business could be negatively impacted.

The businesses in which we compete are very competitive and subject to technological change, evolving standards,
frequent product enhancements and introductions and changing customer requirements. Many of our current and
potential competitors have (1) longer operating histories, (2} significantly greater financial, technical and marketing
resources, (3) greater name recognition, and/or (4) a larger installed customner base than X-Rite. A number of
companies offer products and services that are similar to those offered by us and that target the same markets. In
addition, any of these competitors may be able to respond more quickly to new or emerging technologies and
changes in customer requirements, and to devote greater resources to the development, promotion and sale of their
products than us. Our competitors may develop products and services that compete with those offered by us or may
acquire companies, businesses and product lines that compete with us. It also is possible that competitors may create
alliances and rapidly acquire significant market share, including in new and emerging markets. If we are not able to
differentiate our products and services in the market then competitive pressures may potentially impact our sales
volumes, pricing structure, gross margin, operating expenses an operating income.

Accordingly, there can be no assurance that current or potential competitors of X-Rite will not develop or acquire
products or services comparable or superior to those that we develop, combine or merge to form significant
competitors, or adapt more quickly than us to new technologies, evolving industry trends and changing customer
requirements. Competition could cause price reductions, reduced margins or loss of market share for our
products and services, any of which could materially and adversely affect our business, operating results and
financial condition. There can be no assurance that we will be able to compete successfully against current and
future competitors of X-Rite or that the competitive pressures that the company may face will not materially
adversely affect our business, operating results, cash flows and financial condition.

We may be affected by environmental laws and regulations.

We are subject to a variety of laws, rules and regulations relating to discharges of substances in the air, water and
land, the handling, storage and disposal of wastes and the cleanup of properties necessitated by pollutants. Any of
those regulations could require us to acquire expensive equipment or to incur substantial other expenses to
comply with them. If we incur substantial additional expenses, product costs could significantly increase. Also, if
we fail to comply with present or future environmental laws, rules and regulations, such failure could result in
fines, suspension of production or cessation of operations. .

We are vertically integrated and, therefore, must manage costs efficiently.

A significant portion of our manufacturing processes are vertically integrated. Therefore, it is critical to
efficiently manage the cost structure for capital expenditures, materials and overhead, as well as operating
expenses such as wages and benefits.

Our reliance on outsourced manufacturing presents risks to our fuifillment process.

We rely on a number of strategic supply chain partners that produce key components or sub-assemblies that
support our final assembly, calibration, and test process. Some of these suppliers are single sourced and therefore
present risks to our fulfillment process.

We depend on new product development to compete effectively.

‘We have made large investments in new products and services. There are no assurances as to when future
revenues from these products will be received, or that the ultimate profit margins received will be adequate 1o
justify the investment.
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Continual development of new products and technologies as well as enhancements to existing products is a core
component of our long-term growth plans. Our future business, financial condition and results of operations will
depend to a significant extent on our ability to develop new products that address these market opportunities. As
a result, we believe that significant expenditures for research and development will continue to be required in the
future. Product development requires a time-consuming and costly research and development process.
Unexpected delays in this process may significantly affect the timing of future revenues and increase costs. We
must anticipate the features and functionality that customers will demand, incorporate those features and
functionality into products, price our products competitively and introduce new products to the market on a
timely basis. We cannot assure you that the products we expect to introduce will incorporate the features and
functionality demanded by our customers, will be successfully developed, or will be introduced within the
appropriate window of market demand. If there are delays in production of current or new products, our potential
future business, financial condition, and results of operations could be adversely affected. In addition, the time
required for competitors to develop and introduce competing products may be shorter, their manufacturing yields
may be better, and their production costs may be lower than those experienced by us.

Any general economic slowdown could adversely affect our revenues and profitability.

Many of our products are used for quality control purposes within a larger manufacturing or production process.
As such, our sales in some instances are linked to capital goods spending. Should there be a prolonged slowdown
in capital goods spanding or changes in global economic conditions, our revenues and profitability could be
noticeably impacted.

We may face potential Lax liabilities.

We are subject to taxation in many jurisdictions in the United States, Europe, Asia and elsewhere. In the ordinary
course of business, there are transactions and calculations where the ultimate tax liability cannot be determined
with certainty at the time the transaction is entered into. Preparation of our income tax provision requires the use
of judgments as to how these transactions will ultimately be taxed. We believe our tax accruals are accurate
though the ultimate determination of these issues may be different from that which is reflected in our historical
provision and accruals. Should these determinations be different from what is previously recorded and additional
tax is assessed, those assessments would be recorded in the period in which they occur,

The market price of our common stock may decline
The market price of the X-Rite’s common stock is dependent on many factors and may decline if:

» the integration of Amazys’ business is unsuccessful or takes longer than expected;

+ the Company does not achieve the expected benefits of the acquisition of Amazys as rapidly or to the
extent anticipated by financial analysts or investors; or

« the effect of our acquisition of Amazys on the Company’s financial results is not consistent with the
expectaticns of financial analysts or investors.

Uncertainties related to the integration of Amazys may impact on-going operations

The Company intends, to the extent reasonably practicable, to integrate its operations with those of Amazys. The
goal in integrating these operations is to increase earnings and achieve cost savings by taking advantage of the
anticipated synergies of consolidation and enhanced growth opportunities. Actual costs may vary from the
preliminary estimates. There can be no assurance that the Company will not encounter difficulties integrating its
operations with Amazys’ operations, resulting in a delay or the failure to achieve the anticipated synergies and,
therefore, the expected increases in earnings and cost savings. The potential difficulties of combining the
operations of the companies may include, among other things:

» possible inconsistencies in standards, controls, procedures and policies, business cultures and
compensation structures between X-Rite and Amazys;
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+ coordinating and consolidating ongoing and future research and development efforts;
* consolidating sales and marketing operations;

» retaining existing customers and attracting new customers;

* retaining strategic partners and attracting new strategic partners;

* retaining key employees;

» retaining and integrating distributors and key sales representatives;

« consolidating corporate and administrative infrastructures, including consolidating and integrating
computer information and financial systems;

+ integrating and managing the technologies and products of the two companies;

+ identifying and eliminating redundant and underperforming operations and assets;

» using capital assets efficiently to develop the business of the combined éompany;

* minimizing the diversion of management's attention from ongoing business concerns;

* coordinating geographically separate organizations;

= possible tax costs or inefficiencies associated with integrating the operations of the combined company;

* possible modification of operating control standards in order to comply with the Sarbanes-Oxley Act
and the rules and regulations promulgated thereunder; and

« retzining and attracting new engineers and research and development personnel to support new products
and new technology development,

For these reasons, the Company may fail to complete successfully the integration of X-Rite and Amazys, or to
realize any of the anticipated benefits of the integration of the two companies. Actual cost savings and synergies
may be lower than currently expected and may take a longer time to achieve than currently anticipated.

Customer and supplier relationships may be affected by the Amazys acquisition

X-Rite and Amazys have numerous strategic relationships and business alliances with other companies to deliver
and market their products to customers. As a result of the acquisition, some of these relationships may change in
a manner adverse to X-Rite's and/or Amazys’ businesses. In addition, customers of X-Rite and Amazys, in
response to the acquisition, may delay or defer purchasing decisions or elect 1o switch to other suppliers. Any
delay, deferral, or change in purchasing decisions by the customers of X-Rite and Amazys could seriously harm
the businesses of X-Rite and/or Amazys.

Challenges in managing a larger global employee base

X-Rite has acquired approximately 400 employees of Amazys worldwide in conjunction with the acquisition.
The Company faces challenges inherent in efficiently managing an increased number of employees over large
geographic distances, including the need to implement appropriate systems, policies, benefits and compliance
programs. The inability to successfully manage the geographically more diverse and substantially larger
combined organization, or any significant delay in achieving successful management, could have a material
adverse effect on the Company, as a result, on the market price of its common stock.

The Companies reliance on a primary manufacturing center may affect timely product production and
profitability

Manufacturing and service of much of our core color products are performed at our headquarters facility in
Grand Rapids, Michigan, and in our European headquarters facility in Regensdorf, Switzerland. Should a
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catastrophic event occur at either of these facilities, our ability to manufacture products, complete existing orders.
and provide other services would be severely impacted for an undetermined period of time. We have purchased
business interruption insurance to cover the costs of an event of this magnitude. Our inability to conduct normal
business operations for a period of time may have an adverse impact on long-term operating results.

ITEM 1B. UNRESOLVED STAFF COMMENTS—None
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ITEM 2. PROPERTIES

The Company and its subsidiaries own or lease properties throughout the world. Listed below are the principal
properties owned or leased as of March 1, 2007:

Location Principal Uses Owned/Leased
Grand Rapids, MI Company headquarters, manufacturing, RD&E, sales, customer

service, warechouse and administration Owned
Grandville, MI Previous headquarters, currently for sale. Owned
Tewksbury, MA RD&E, sales, customer service, and administration. Leased
New Windsor, New York Previous headquarters for Amazys holding US operations,

currently for sale Owned
Greensboro, NC Sales, customer service Leased
Londenderry, NH RD&E, sales, customer service Leased
Akron, OH Training Leased
Regensdorf, Switzerland Manufacturing, RD&E, sales, customer service, warehouse and

administration Leased
Poynton, England Sales, customer service, and administration. Leased
Berlin, Germany Manufacturing, RD&E, sales, customer service, warehouse,

and administration. Leased
Neu-Isenburg, Germany Sales, customer service Leased
Martinsried, Germany Manufacturing, RD&E, sales, customer service, training. Leased
Massy, France Sales, customer service, and administration. Leased
Prato, Italy Sales and customer service. Leased
Brixen-Bressanone, Italy Manufacturing, RD&E sales, customer service Owned
Quarry Bay, Hong Kong Sales, customer service, and administration. Leased
Tokyo, Japan Sales, customer service, and administration. Leased
Shanghai, China Sales, customer service, and administration (3 sites). Leased
Beijing , China Sales and customer service. Leased
Tianjin, China Sales and customer service. Leased
Guangzhou, China Sales and customer service. Leased
Singapore Sales and administration. Leased

As of March 1, 2007, X-Rite and its subsidiaries collectively own approximately 699,000 square feet of space
and lease approximately 197,000 square feet. Included in these figures are 311,000 square feet owned and
approximately 38,000 square feet leased related to facilities that have been closed or that are in the process of

being closed as of March 1, 2007 as part of the Company’s restructuring plans. The Company is currently in the
process of selling, subleasing, or negotiating lease break-fees for all of the closed facilities.

On February 14, 2006, the Company purchased a new corporate headquarters and manufacturing facility in Grand
Rapids, Michigan for $13.4 million. The new facility is approximately 375,000 square feet and is located ten miles
from the Company’s current headquarters. On September 14, 2006, the Company entered into an Agreement of
Purchase and Sale to sell the Grandville facility for $14.0 million with a transaction closing anticipated no later than
October 2007, If the closing occurs after March 2007, the Company intends to extend its mortgage through the
revised closing date. See Corporate Headquarters below for further discussion of the purchase.

Management considers all the Company’s properties and equipment to be suitable and adequate for its current
and reasonably anticipated development, production, distribution, and selling requirements.

ITEM 3. LEGAL PROCEEDINGS

The Company is periodically involved in legal proceedings, legal actions, and claims arising in the normal course
of business, including proceedings related to product, labor, and other matters. Such matters are subject to many
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uncertainties, and outcomes are not predictable. The Company records amounts for losses that are deemed
probable and subject to reasonable estimate. The Company does not believe that the ultimate resotution of any of
these matters will have a material adverse effect on our financial statements.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of the year ended December 30,
2006.

EXECUTIVE OFFICERS OF THE REGISTRANT

The following table lists the names, ages, and positions of all of the Company’s executive officers as of March 1,
2007. Except as discussed, each of the executive officers has served the Company in an executive capacity for
more than five years.

. Position
Name Age Pasition Held Since
Themas f. Vacchiano Jr, ... .. ... ... ...... 54  President, Chief Executive Officer 2006W
Mary E.Chowning ....................... 45  Executive Vice President, Chief Financial 2003@
Officer
FrancisLamy .................. ... ... ... 48  Executive Vice President, Chief 20063
Technology Officer

(Y Mr. Vacchiano joined X-Rite as its President in July 2006 as part of the Amazys acquisition, and was
appointed CEO upon the retirement of Michael C. Ferrara from that position in October 2006. Prior to
joining X-Rite, Mr, Vacchiano served as President and Chief Executive Officer of Amazys, a color
technology company headquartered in Switzerland, which was acquired by X-Rite on July 2006. He held
that position for five years.

@ Ms. Chowning has served as Chief Financial Officer since July 2003 and was promoted to the position of
Executive Vice President in July 2006. Prior to joining X-Rite, Ms. Chowning was a Managing Member and
Chief Financial Officer for Wind River Management LLC, and served in that position for four years.

3y Mr. Lamy joined X-Rite as part of the Amazys acquisition in July 2006. Prior to joining X-Rite, Mr. Lamy
served as the Executive Vice President and Chief Technology Officer for GretagMacbeth AG, the primary
substdiary of Amazys. He held that position for more than five years.
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

The Company’s common stock is quoted in the NASDAQ - National Market System under the symbol “XRIT”. As
of March 1, 2007, there were approximately 1,019 shareholders of record. Ranges of high and low sales prices
reported by The NASDAQ National Market System for the past two fiscal years appear in the following table.

Dividends
High Low Per Share

Year Ended December 30, 2006:

Fourth QUarer . ......vt ittt ittt i $12.55 $10.26  $.025
BT B, 5 11.59 7.50 025
Second QuUarter ... ... e e e 13.53 1050 025
First QUarter . . . ... .. e 13.32  10.00 025
Year Ended December 31, 2005
Fourth QUamer ..o e e $1320 § 971 $5.025
Third QUarter . ... .. i i i i 1285 11.36 025
Second QUamer . ... e e e e e 16.24  10.00 025
First QUarter . . .. .. .ttt 17.23  13.89 025

On January 8, 2007, the Company announced the Board of Directors decision to suspend payment of its quarterly
dividend of $.025 per share effective immediately. This decision was made to speed in the repayment of
borrowings related to the Amazys acquisition and help fund future product development initiatives. Although the
Board does not anticipate reinstating the dividend payment in the foreseeable future, it will continue to reevaluate
the policy on an on-going basis.

ITEM 6. SELECTED FINANCIAL DATA

Selected financial data for the five most recently completed fiscal years is summarized below. Such data should
be read in conjunction with the section entitled “Management’s Discussion and Analysis of Financial Condition
and Results of Operations™ and the consolidated financial statements notes thereto and information included
elsewhere in this Annual report on Form 10K.

(00Q's except per share data)

2006 2005 2004 2003 2062

Netsales ..., $179,803 $130,939 §$126,241 $117,144 $ 98,468
Operating income (loss) .................. ...t (22,764} 15,703 15,818 8,729 6,431
Netincome (10SS) ....... i, (25,491) 11,052 12,424 5,481 {9,409)
Earnings (loss) per share:

Basic ... $ (1.03) .52 .60 27 (47)

Diluted .......... i § (1.03) 52 .59 27 (47
Dividendspershare ........... ... ... o iun, .10 10 .10 10 10
Total assets .. ...oorr i $462,259 $147,635 $134,293 $119,683 $102,884
Long-term debt, less current portion .............. 190,200 — — — —
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

FORWARD-LOOKING STATEMENTS:

This discussion and analysis of financial condition and results of operations, as well as other sections of the
Company’s Form 10-K, contain forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933, as amended, and Section 21E of the Securities Exchange Act, as amended, that are based on
management’s beliefs, assumptions, current expectations, estimates and projections about the industries it serves,
the economy, and about the Company itself. Words such as “anticipates,” “believes,” “estimates,” “‘expects,”
“likely,” “plans,” “projects,” “should,” variations of such words and similar expressions are intended to identify
such forward looking statements. These statements are not guarantees of future performance and involve certain
risks, uncertainties, and assumptions that are difficult to predict with regard to timing, extent, likelihood, and
degree of occurrence including those listed in Item 1A — Risk Factors. Therefore, actual results and outcomes
may materially differ from what may be expressed or forecasted in such forward-looking statements.
Furthermore, X-Rite, Incorporated undertakes no obligation to update, amend or clarify forward-looking
statements, whether as a result of new information, future events or otherwise. Forward-looking statements
include, but are not limited to statements concerning liquidity, capital resources needs, tax rates, dividends, and
potential new markets.

LIS

The following management’s discussion and analysis describes the principal factors affecting the results of
operations, liquidity, and capital resources, as well as the critical accounting policies of X-Rite, Incorporated
(also referred to as “X-Rite,” or “the Company ™). For purposes of this discussion, amounts from the
accompanying consolidated financial statements and related notes have been rounded to millions of dollars for
convenience of the reader. These rounded amounts are the basis for calculations of comparative changes and
percentages used in this discussion. This discussion should be read in conjunction with the accompanying
consolidated financial statements, which include additiona! information about the Company’s significant
accounting policies, practices and transactions that underlie its financial results.

OVERVIEW OF THE COMPANY

X-Rite, Incorporated is a technology company that develops a full range of color management systems. The
Company’s technologies assist manufacturers, retailers and distributors in achieving precise color appearance
throughout their global supply chain. X-Rite products also assist printing companies, graphic designers, and
professional photographers in achieving precise color reproduction of images across a wide range of devices and
from the first to the last print. The Company’s products also provide retailers color harmony solutions at point of
purchase. The key markets served include Imaging and Media (formerly Graphic Arts), Industrial, and Retail.

X-Rite generates revenue by selling products and services through a direct sales force as well as select
distributors. The Company has sales and service facilities located in the United States, Europe, Asia, and Latin
America.

Overview of 2006

Our results in 2006 were impacted significantly by our acquisition of our largest competitor, Amazys Holding
AG. This acquisition is a watershed event for the Company and clearly positions X-Rite as the leader in the
marketplace for color solutions. Significant events in 2006 include:

» In January 2006, we announced our planned acquisition of Amazys for approximately $297 million in
cash and Company stock. The strategic rationale for the acquisition includes the following:

» It has created a market leader in the color management industry.

+  Economies of scale are expected to result in high synergy potential. Annual operational cost savings
potential is estimated at $25 million by the end of year three.
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»  Accelerated technology innovation is expected as research and development resources are pooled.
» Extended market opportunities are expected both geographically and with new addressable markets.
» It has created one of the strongest talent pools in the industry.

*  We achieved a record annual revenue level of $179.8 million, a 37.4 percent increase over 2005 levets
as a result of our acquisition of Amazys.

*  We completed the turnaround of our Labsphere business and ultimately sold it for $15.4 million in
February 2007.

*  We launched of several new products including the innovative PlateScope process control device,
Eye-One iSis automated color chart reader, an embedded color management solution for the Hewlett
Packard Design JetZ printer line, Vericolor Spectro non-contact solution and Matchstik v.1.1.

In the first half of 2006, we developed a comprehensive plan to integrate the Amazys acquisition and closed the
transaction on July 5, 2006. Our execution of the integration plan began the day we closed and yielded
$6.2 million of cost synergies during the first six months of combined operations including the following:

*  Closure of 12 facilities worldwide including the Amazys US headquarters and manufacturing operations
* Announcement and implementation of product line integration plans
« Consolidation of key financial and back office operations

* Reduction of headcount by 13 percent

We completed the purchase and renovation of our new US headquarters and began moving in late December.
The new site provides space for the integration of the Amazys US operations and will allow for expansion in the
years to come. Additionally, in connection with cur move we negotiated an incentive package with the State of
Michigan worth approximately $21 miltion over the next 12 years,

As we look forward, our 2007 focus is on three key priorities—achieving our planned integration cost synergies
and properly aligning our cost structure, growing and expanding our revenues, and investing in product and
technology innovation. Further, we believe the demand for color technology and solutions will continue to grow
as our solutions become more cost effective and easier to use, and our customers view color as a differentiator in
their products and services. We are focused on developing the innovative products and solutions that our
customers demand and executing our business strategies.
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RESULTS OF OPERATIONS

The following table summarizes the results of the Company’s operations for the 2006, 2005 and 2004 fiscal years
and includes amounts expressed as a percentage of net sales (in millions):

2006 2005 2004

NetSales ...t $179.8 100.0% %1309 100.0% $126.2 100.0%
Cost of sales:

Productssold ........ .. ... ... i, 70.5 39.2 449 343 449 356

Restructuring charges . .. ......... ... ... ... ... 6.1 34 — — — —

Inventory valuation adjustment .................. 49 27 — — — _—
Grossprofit .......... ... . . i 983 547 860 657 Bl3 o644
Operating exXpenses ...........c.ooeueenneenieenensnn 121.0 673 70.3 537 655 519
Operating income (1oss) . ....... .. ... .o oo (22.7) (12.6) 157 120 158 12.5
Interest EXpense . .......c.iiiiiin i e (8.8 @49 — —_ — —_
Gain on derivative financial instruments ............... 2.1 1.2 —_ —_— — —
Write down of other investments . .................... —_ —_ (0.3) (0.2) — —_
Other income (expense) ...........covvniinineenan. .. (0.2) (0.2) 048 (03 0.2 0.2
Income (loss) before income taxes ................... (29.6) (16.5) 150 115 160 12.7
Income taxes (benefit) .......... ... ... .. ... .. ..., 4. (2.3 39 3.0 36 29
Netincome (1088 .. ... ... i iiiiniinnans $(25.5) (142)% % 11.1 85% $ 124 9.8%
Net Sales
Consolidated

Net sales in 2006 were $179.8 million, compared with $130.9 million in 2005, an increase of $48.9 million, or
37.4 percent. The: year over year increase in net sales was the result of $53.9 million in sales recorded by Amazys
subsequent to the acquisition date of July 5, 2006. Excluding the sales of Amazys products, the Company’s 2006
sales decreased $5.0 million, including the effects of foreign exchange, or 3.8 percent, compared with 2005,
X-Rite sales were negatively impacted in 2006 by disruptions in our manufacturing processes caused by
preparations for the Company’s move to its new corporate headquarters and manufacturing facility as well as
market uncertainty created by the sales force reorganization and product rationalization process as part of the
Amazys integration.

Net sales in the Imaging and Media (formerly known as Graphic Arts), Industrial, and Light business units
increased by $34.6, $14.0, and $3.4 million, respectively, in 2006, compared with 2005. Amazys product sales
included in X-Rite’s consolidated sales for 2006 were $36.8 million for Imaging and Media, $13.3 million for
Industrial, and $1.6 million for the Light business units, Net sales in the Company’s Retail category decreased by
$4.0 million in 2006 compared with 2005. Net sales in the Company’s Other products category increased by
$0.9 million in 2006 compared with 2005, the increase attributable to sales in the Color Services business that
was acquired as part of the Amazys transaction.

The Company’s primary foreign exchange exposures are from the Euro and the Swiss Franc. The impact of
fluctuations in these currencies was reflected mainly in the Company’s European operations. Foreign currency
fluctuations had a $0.8 million favorable effect on 2006 net sales.

Net sales in 2005 were $130.9 million, compared with $126.2 million in 2004, an increase of $4.7 million, or

3.7 percent. The increase in net sales in 2005 was driven primarily by growth in the Retail business unit, sales for
which increased $6.0 million, or 28.7 percent, compared with 2004, X-Rite’s Light business also contributed to
the growth, increasing $0.7 million, or 5.9 percent, over the prior year. This growth was partially offset by
declines in the Company's Imaging and Media and Other business units, which declined $1.2 million and
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$1.0 million, respectively, compared with 2004, Sales of Industrial products in 2005 were $32.4 million, an
increase of $.0.2 million or 0.6 percent as compared to 2004. Foreign exchange rates, primarily the Euro and
Pound Sterling, further offset net sales growth by approximately $0.3 million in 2005.

Elements of Net Sales Growth (in millions)

The following table highlights the major factors contributing to net sales growth each year:

2006 2005 2004

Prior Year Net Sales ..ottt e e e $1309 $1262 $117.1
Increase Due to:
Current Year ACqQuisitions .. ......... .. . . ..t e 539 — 0.1
Foreign EXchange . .. ... . i e e e 0.8 0.3) 2.8
Internal Growth (DecTease) ...ttt it c et (5.8) 5.0 6.2
Current Year Net Sales . ... .. oo e e s $179.8 31309 $126.2
Net Sales by Product Line

The following table denates net sales by product line for the past three years (in millions):

2006 2005 2004
ImagingandMedia ............................... $ 882 49.0% $ 3536 409% $ 548 434%
Industrial ............. ... i R 464 258 324 248 322 255
Retail ....... .. 229 128 269 206 209 l6.6
Light .. e 16.0 89 12.6 9.6 11.9 9.4
Other . ... e e 6.3 35 5.4 4.1 6.4 5.1
Total NetSales ............ ... ... . .iiiianns $179.8 100.0% $130.9 100.0% $126.2 100.0%

A key component of the integration plan for the Amazys acquisition involves consolidating the two Companies’
product lines. This process includes elimination of certain overlapping products from each Company over the
next one to two years. As such, the relative sales of products from each Company may shift.

Imaging and Media

The Imaging & Media product lines provide solutions for commercial and package printing applications, digital
printing and photo processing, photographic, graphic design and pre-press service bureaus in the imaging
industries. Imaging and Media consists of two separate product categories, Imaging (formerly Digital Imaging)
and Media (formerly Printing}. In 2006, the Imaging and Media products group recorded an increasé in net sales
of $34.6 million, or 64.6 percent, compared with 2005. The increase consisted of $36.8 million of Amazys
product sales since the acquisition, a $0.7 million increase in X-Rite Media sales, and a decrease in X-Rite
Imaging sales of $2.9 million. On a combined basis the Company noted strengths in its major accounts and OEM
channels which were fueled by strong demand for online, embedded, and bundled product solutions. These gains
were offset by weakness in cur other sales channels. The increase in Media sales for the traditional X-Rite
product lines compared with 2005 was primarily the result of the successful launch of the Intellitrax product in
late 2005. The decrease in sales of X-Rite Imaging products was primarily attributable to market uncertainty
surrounding the Company’s product rationalization activities.

The impact of the Amazys acquisition was felt in all regions of the world where the Company conducts its
operations. Imaging and Media sales in Europe increased $19.3 million compared with 2005, consisting of a
$21.2 million increase attributable to Amazys products, off-sct by a decrease in X-Rite sales of $1.9 million.
Sales in Asia increased $8.1 million over 2005, $6.1 million of which was related to sales of Amazys product.
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Sales in North America increased $3.3 million, consisting of an increase of $6.3 million due to sales of Amazys
product, off-set by a decrease of $3.0 million in X-Rite product sales. Imaging and Media sales in Latin America
increased $0.3 million compared with 2005.

Total Imaging and Media net sales in 2005 decreased $1.2 million, or 2.2 percent, compared with 2004. The two
categories, Media and Imaging, contributed $28.7 and $24.9 million, respectively, in net sales for the 2005 year,
compared with $28.1 and $26.7 million in 2004. In the Media category, 2005 net sales increased $0.6 million, or
2.1 percent, compared with 2004. This growth was driven by increased net sales in scanning systems lines,
particularly the Company’s new Intellitrax line which was released in the fourth quarter of 2005. This growth
was partially offset by lower demand for the Company’s portable instrument lines. Imaging net sales in 2005
declined $1.8 million, or 6.7 percent, compared with 2004. Net sales for 2005 were slower than anticipated due to
delayed product rollouts in 2005.

Geographically, Imaging and Media net sales in Europe in 2005 increased 10.4 percent compared with 2004. Net
sales in North America and Asia Pacific declined 8.1 and 3.3 percent, respectively, compared with 2004,

Industrial

The Industrial products group provides color measurement solutions for the automotive quality control, process
control and global supply chain markets. The Company’s products are an integral part of the manufacturing
process for automotive interiors and exteriors, as well as textiles plastics and dyes. Net industrial sales in 2006,
increased $14.0 million, or 43.2 percent, compared with 2005. Sales of Amazys products post acquisition
contributed $13.2 million to 2006 net sales. Sales of the traditional X-Rite product lines increased $0.7 miltion or
2.2 percent in 2006, compared with 20035, primarily due to strong sales in the portables lines used in the plastics
industry. Qverall, sales for both Companies were negalively impacted by softening in the auto refinishing market,
a slow down in supply chain business in the Americas and Asia due to project timing and competitive actions, as
well as uncertainties in the market place over the product rationalization process that was on-going in the latter
half of 2006.

Sales of Amazys industrial products post acquisition contributed to the increases noted in each of the principal
regions of the world in 2006 and helped offset softness in both the European and North American markets. Sales
in the Asia Pacific, European, and North American regions increased $5.0, $3.6, and $3.4 million respectively, in
2006, compared with 2005. Post-acquisition sales of Amazys industrial products in these same regions were $4.1,
$4.2 and 3.3 million, respectively.

In 2005, the Industrial preduct lines recorded a net sales increase of $0.2 million, or 0.6 percent, compared with
2004. The Company noted increased demand for its quality control products in both the North American and
European automotive markets. This demand was oftset by weakness in the North American auto refinishing
market as well as the Asia Pacific market in general. Net sales in Europe and North America grew 4.4 and 0.4
percent, respectively, in 2005 compared with 2004. Net sales in Asia Pacific were down 7.6 percent for 2005
compared with 2004. The decline in Asia Pacific net sales occurred in the first two quarters of 20035, which were
down 28.9 percent compared with the same period in 2004, This decline was partially offset by improvements in
the second half of 2003, as sales increased 14.3 percent compared with the second half of 2004.

Retail

The Retail products group markets its paint matching products under the Match-Rite name to home improvement
centers, mass merchants and paint retailers. Net sales in the Retail products group for 2006 were $22.9 million, a
decrease of $4.0 million, or 14.9 percent, compared with 2005. The decline was attributable to sofiness in the
North America market which declined $5.7 million over 2005. This decline was partially off-set by growth in
European sales, which increased $1.8 million over 2005. North American sales in 2006 were also negatively
impacted by a lack of growth in the market size and the delayed launch of the Matchstik 1.1 handheld instrument.
Several large rollout orders totaling $4.0 million in late 2005 also negatively impacted the 2006 to 2005
comparison.
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The Retail business unit saw significant growth during 2005, with net sales increasing $6.0 million, or 28.7
percent compared with 2004. This growth occurred mainly in the North American paint matching market. Net
sales in North America increased $5.3 million, or 31.2 percent over 2004. This growth was primarily attributable
10 penetration of the large home improvement center, co-operative hardware chain, and second tier paint markets.
Net sales in Europe also helped contribute to the year over year growth, increasing $0.7 million, or 64.8 percent,
over 2004.

Light

In 2006, X-Rite served the light measurement markets through its Labsphere and Optronik subsidianies. These
Companies provide integrated spheres and systems as well as reflectance materials used in an array of
measurement and processing applications. Total Light sales were $16.0 million in 2006, an increase of

$3.4 million, or 27.0 percent compared with 2005. This increase was attributable to continued strengthening in
the LED and telecom markets, strong demand for Optronik’s new gonio software that was launched in late 2005
as well as the Amazys light products which contributed $1.6 million in sales subsequent to the acquisition. In
February 2007, X-Rite completed the sale of its Labsphere subsidiary as part of its ongoing strategy to focus
resources on the Company’s core color-related business. See Note 17 to the Consolidated Financial Statements
for further discussion of the sale.

Light sales in 2005 increased of $0.7 million, or 5.9 percent, over 2004. This increase was attributable to growth
at Labsphere, which recorded an increase in net sales of $1.2 million, or 12.3 percent, over 2004. This increase
was offset by declining sales at Optronik, caused in part by a delayed release of the Company’s new product
operating software. This update was released in the fourth quarter of 2005.

Other

The Company’s product lines denoted as Other, consist of two primary categories, Biodiagnostics and
Professional Color Services, which provides customer training and support services through the Amazys color
services division. The Biodiagnostics category provides products and services to the medical and dental
industries. The medical product line provides instrumentation designed for use in controlling variables in the
processing of x-ray film. The dental product line provides matching technology to the cosmetic dental industry
thorough X-Rite’s ShadeVision systems. Other product net sales for 2006 were $6.3 miilion, representing an
increase of $0.9 million, or 16.7 percent, over 2005, Professional Color Services net sales in 2006 totaled

$2.2 million post acquisition. As this division was acquired as part of the Amazys transaction in July 2006, there
were no color services sales in 2005. Biodiagnostics net sales totaled $4.1 million for 2006, representing a
decrease of $1.3 million, or 24.1 percent over 2005, This decrease was a result of declines in the medical
business due to technology shifting from film-based radiology to digital and declines in the dental business due
to the anticipated launch of the Company’s Shade-X product line, which as a significantly lower price point and
an enhanced ergonomic design. The Company currently has contracts with committed volume levels for the
Shade-X product totaling approximately $10.0 million over three years. Shade-X instruments began shipping
during the fourth quarter of 2006.

Other products net sales in 2005 were $5.4 million compared with $6.4 million in 2004, a decrease of
$1.0 million, or 15.6 percent.

Sales by Geographic Region

The acquisition of Amazys in July 2006 led to increased sales in all regions of the world compared with 2005.
Sales of Amazys product contributed the following amounts to each region’s 2006 net sales: North America
$11.8 million, Europe $29.2 million, Asia Pacific $12.6 million, and Latin America $0.3 million. Excluding the
sales of Amazys products, on a year over year basis, net sales in North America decreased $8.2 million, net sales
in Europe decreased $0.6 million, net sales in Asia Pacific increased $3.7 million, and net sales in Latin America
increased $0.1 million.

Sales growth in 2005 was accomplished primarily in the North American and European markets. North American
net sales grew $2.9 million over 2004, while net sales in Europe grew $2.0 million over 2004,
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The following table summarizes the Company’s net sales by region over the past three years (in millions):

2006 2005 2004

NOTth AIEIICA .. ot ittt e e et e e e et e ittt st aans $ 789 $753 §$ 724
BUIO e .o i e 61.1 32.5 30.5
ASa PaACH I . .o e e e 359 19.6 20.0
L) U= ¥ 1<) v AR O OO 3.9 3.5 33
Total Nt SaleS .. v oottt et i i e e e e $179.8 $1309 $126.2

Price changes had a marginal impact on net sales levels over the past three years.

Cost of Sales and Gross Profit

X-Rite’s cost of sales consists primarily of materials, labor, and manufacturing overhead associated with
manufacturing its products. Primary manufacturing activities are conducted at facilities in Michigan and
Switzerland, with smaller operations located in Italy and Germany. Software development is also conducted at
these facilities, as well as at additional facilities in Massachusetts and Germany. The Company’s gross profit
historically has fluctuated within a narrow range. Principal drivers of gross profit include production volumes,
product mix, labor, facilities and materials costs.

Gross profit for 2006, was $98.3 million, or 54.7 percent of sales, compared with $86.0 million, or 65.7 percent
of sales, in 2005. Included in cost of sales in 2006, was $6.2 million in restructuring expenses representing
charges for the write-down of inventory, tooling, capitalized software and other intangible assets directly related
to X-Rite product lines that were discontinued as a result of the Amazys acquisition. In addition, the Company
recorded $4.9 million in purchase accounting inventory adjustments as a result of the Amazys acquisition
putchase price allocation. This allocation process required the Company to value the Amazys acquired inventory
at estimated fair value as of the date of the acquisition and subsequently recognize this amount in operations as
the related inventory was sold. The fair value valuation increase of $4.9 million was recognized through cost of
sales during the third quarter of 2006. Excluding the effects of the restructuring and purchase accounting
valuation charges in cost of sales, the Company’s gross margin would have been $109.3 million, or 60.8 percent,
for 2006. The year over year decline in margins from 2005 was primarily attributable to the inclusion of Amazys
for the second half of 2006. Amazys’ historical gross margins have typically been 4 to 8 percent lower than
X-Rite’s. Other factors contributing to the decline in margins compared with 2005 include unfavorable
manufacturing variances and increases in inventory scrap and obsolescence reserves including reserves for
non-Rohs-Wees compliant components that are no longer used in production.

Gross profit as a percentage of sales for 2005 was 65.7 percent, compared with 64.4 percent in 2004. The
increase in 2005 margins over 2004 is primarily attributable to variations in product mix, better overhead
absorption, and pricing discipline.

Operating Expenses

The following table compares operating expense components as a percentage of net sales (in millions):

2006 2005 2004

Selling and marketing ............ .. ... ... ool $ 453 252% $36.7 28.0% $335 26.6%
Research, development and engineering ................. 265 147 163 125 152 120
General and administrative ... ..... ... .. 0 o0 248 138 185 141 168 133
Acquired in-process research and development ........... 11.1 6.2 — — — —
ReStUCIUTING .. ..o ittt ie e 10.0 5.6 — — — —
Integration ......... ..ot i 33 1.8 — — — —
Founders insurance gain . ...........oiiairaianinans — _— (1.2) (0.9) — —
TOtal L. e $121.0 673% $70.3 53.7% $65.5 51.9%




The effect of foreign exchange rates on operating expenses accounted for $0.2 million of additional operating
expenses in 2006, was nominal in 2005, and accounted for $1.2 million of additional operating expenses in 2004,

Selling and Marketing Expenses

Selling and marketing expenses consist primarily of wages, commissions, facility costs, travel, advertising, trade
shows, media and product promotion costs. Selling and marketing expenses for 2006 were $45.3 million, an
increase of $8.6 million, or 23.4 percent compared with 2005. The increase was primarily a result of the costs
associated with the Amazys selling and marketing group which has incurred $8.9 million since the acquisition
date. In addition selling and marketing expenses also include $1.3 million of acquisition related amortization
expenses. Excluding the increases due to Amazys related costs the X-Rite selling and marketing spending
decreased $1.6 million compared to the prior year, or 4.4 percent. As a percentage of sales, 2006 expenses were
25.2 percent compared to 28.0 and 26.6 percent for 2005 and 2004, respectively.

Selling and marketing expenses in 2005 were $36.7 million, an increase of $3.2 million, or 9.6 percent, over
2004 expenses. The increase was attributable to additional headcount in Europe and Asia Pacific, increases in
compensation and benefits costs, expanded trade shows and marketing for new product introductions.

Research, Development and Engineering Expenses

Research, development and engineering (RD&E) expenses include compensation, facility costs, consulting fees,
and travel for the Company’s engineering staff. These costs are incurred primarily in the United States and
Switzerland for both new product development and the support and refinement of existing product lines. RD&E
expenses in 2006 increased $10.2 million, or 62.6 percent. Of this increase, $5.7 million was attributable to
Amazys RD&E costs and $3.4 million was attributable to acquisition related intangible amortization, both
incurred since the acquisition in July 2006. Excluding the Amazys related expenses, RD&E expenses for X-Rite
increased $1.1 million, or 6.7 percent, over 2005 levels. Also contributing to the increase over 2005, an increase
in non-capitalized software costs, increased costs of Rohs-Wees compliance, and expensing of share-based
compensation as required by the adoption of SFAS 123 (R) in 2006. These costs were not expensed prior to this
adoption (see Note 9 to the Consolidated Financial Statements for further discussion of share-based
compensation).

RD&E expenses in 2005 increased $1.1 million, or 7.2 percent, over 2004 expenses. This increase \ivas primarily
attributable to additional headcount and increased compensation and benefits costs in the Company’s engineering
and product development groups.

RD&E expenses as a percentage of sales were 14.7, 12.5 and 12.0 percent for 2006, 2005 and 2004, respectively.
The Company intends to make investments in RD&E in the range of 10 to 12 percent of net sales for the
foreseeable future.

In addition to the RD&E costs reported as operating expenses, certain costs to develop new software products
were capitalized in each of the last three years. Software development costs capitalized totaled $3.0, $3.8, and
$3.3 million in 2006, 2005, and 2004, respectively. The related amortization expense was included in cost of
sales (see Note 2 to the Consolidated Financial Statements).

General and Administrative Expenses

General and administrative (G&A) expenses include compensation, facility costs, and travel for the Company’s
executive, finance, human resources and administrative functions, as well as legal and consulting costs. G&A
expenses in 2006 increased $6.3 million, or 34.1 percent, over 2005. This increase includes $4.2 million
attributable to Amazys G&A expenses incurred since the acquisition. In addition, 2006 G&A expenses also
included $0.6 million of expense related to amortization of intangible assets recorded as part of the Amazys
purchase price allocation and an incremental charge of $1.3 million for share-based compensation which was not
required to be expensed in 2005,
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G&A expenses in 2003, increased $1.7 million, or 10.1 percent, over 2004 G&A expenses. This increase was
primarily due to planned investments in color business development, costs related to consolidation of European
office administration, increased depreciation expense related to system upgrades, and increased professional fees.
Cost containment measures implemented during the second half of the year helped to lower the third and fourth
quarter expenses below prior year spending for the same period.

Acquired In-Process Research and Development

The Company allocated $11.1 million to acquired in-process research and development (IPR&D) as part of the
intangibles valuation process irt connection with the Amazys acquisition. This value was calculated utilizing the
income approach by determining cash flow projections related to IPR&D projects at the date of the acquisition.
The full value of the acquired IPR&D intangible assets was written off at the date of acquisition in accordance
with U.S. generally accepted accounting principles as technological feasibility had not been established and no
future alternative uses existed. This write-off was included in a separate line on the Company’s Consolidated
Statement of Operations. See Note 4 to the Consolidated Financial Statements for further discussion of the
Amazys acquisition.

Restructuring

During 2006, the Company executed restructuring actions relating to the integration of Amazys. The Company’s
plan to integrate the two businesses includes closure of duplicate facilities, elimination of redundant jobs, and
consolidation of product lines. The restructuring plan includes estimated workforce reductions of approximately
63 employees, 56 of which have been completed as of December 30, 2006, facility closures of approximately
106,000 square feet, various asset write-downs, and other restructuring charges related to consulting and legal
fees. Total restructuring charges related to this plan are estimated to be $18.2 miilion. The Company has incurred
$16.1 million of these costs as of December 30, 2006, consisting of $8.9 million related to severance, $6.8
million related to asset write-downs, and $0.4 million related 1o consulting and legal fees. Asset write-downs
include inventory, tooling, capitalized software, and other intangible asset write-downs directly related to
discontinued product lines. Of these asset write-downs, $6.2 million were classified as a component of cost of
sales, while all other restructuring charges were included in a separate restructuring line within operating
expenses on the Consolidated Statements of Operations. The majority of the remaining restructuring activities are
expected to be completed during 2007; however, certain of the associated payments will extend beyond 2007,
primarily due to longer-term severance. Additional restructuring expenses may be necessary as the integration
progresses.

Costs associated with Amazys workforce reductions, facility closures, and other related items were included in
the preliminary purchase accounting. See Note 4 to the Consolidated Financial Statements for further discussion
of purchase accounting.

Integration

Incremental costs incurred related to the integration of Amazys that do not qualify as restructuring under the
provisions of SFAS 146, Accounting for Costs Associated with Exit or Disposal Activities, have been included in
a separate line on the Company’s Consolidated Statements of Operations titled “Integration”. These costs include
costs related to personnel working fulltime on integration work, integration related travel, and outside
consultants’ work on strategic planning and culture and synergy assessments, All costs included in this caption
were solely related to the integration and do not include normal business operating costs. Integration costs for the
year ended December 30, 2006 totaled $3.3 million.

Founders Insurance

Included in 2005 operating expenses was a $1.2 million gain related to the sale of life insurance policies
originally purchased to fund the Founders’ Share Redemption Program. Consistent with the treatment of
expenses related to these life insurance policies, the gain has been included as a component of operating income.
See Note 8 to the Consolidated Financial Statements and Founders® Shares Redemption Program below for
further discussion of the Founders' Share Redemption Agreements and related life insurance policies.
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Other Income (Expense)

Interest Expense

Interest expense was $8.8 million in 2006. Prior to 2006, the Company had only nominal interest expense, as the
amount of outstanding debt at any given time was not significant. Interest expense in 2006, was primarily related
to the debt incurred and amortization of associated financing costs in order to finance the acquisition of Amazys
that occurred during July of 2006. Additionally, the Company incurred interest charges related to the financing of
its new corporate headquarters, which was purchased in February 2006. See Note 7 to the Consolidated Financial
Statements for further discussion of the Company's short and long-term indebtedness.

Gain on Derivative Financial Instruments

The Company utilized foreign currency forward exchange contracts to manage the variability associated with the
cash requirements associated with the acquisition of Amazys. These contracts had a notional value of CHF

260.1 million ($210.3 million USD) and were not designated as hedges as they did not meet the criteria specified
by SFAS 133. The contracts expired on July 5, 2006, the date of the acquisition, in a net gain position of

$2.1 million, which was recorded as component of other income.

Write Down of Other Investments

In prior years, the Company had made $12.2 million of investments through its strategic venture capital group,
XR Ventures, LLC (XRV). Each investment represents less than twenty percent of the respective portfolio
companies. The investments have been recorded at cost since the Company does not exercise significant
influence over the operating and financial policies of each portfolio company.

All venture capital investments are fully impaired. Although XRV continues to hold positions in several portfolio
companies, no future investments will be made except where necessary to protect an existing position,

In the first two quarters of 20035, XRV provided working capital advances totaling $0.3 million to two companies
in which it had previously invested. This new funding was made in coordination with the investees previous
third-party investors and was made to protect the Company’s ownership position in the investees. Due to
uncertainty over the timing and proceeds from the expected sale of the investees, these investments were deemed
impaired, and the appropriate charge was taken. The Company did not make any investments during 2006.

Other, net

Other income consists of investment income, investment impairments, losses from foreign exchange transactions,
and losses on sales of investments and fixed assets. The Company’s investment portfolio was liquidated in June
2006, to provide funding for the Amazys acquisition. Historically, investment income was derived primarily
from tax-free variable rate demand notes and corporate securities.

Income Taxes

In 2006, the Company recorded an income tax benefit of $4.1 million against a pre-tax loss of $29.6 million, for
an effective tax rate of 14.0 percent. The 2006 effective tax rate was favorably impacted by benefits associated
with the X-Rite international operations and research and development credits that were offset by nondeductible
in-process research and development costs and a change in the valuation allowance associated with the
recognition of deferred income tax assets. Amazys operations since the acquisition date incurred $2.6 million of
domestic and foreign income taxes.

The Company is cutrently in the process of evaluating potential tax structures related to the Amazys acquisition
that may allow for some or all of the purchase accounting adjustments to receive more favorable tax treatments.

In 2005, the Company recorded income tax expense of $4.0 million against pre-tax income of $15.0 million,
which equated to an effective tax rate of 26.5 percent. The 2005 provision calculation was impacted favorably by

26




certain international tax benefits, research and development credits, and tax benefits associated with the sale of
the Founders’ life insurance policies.

In 2004, the Company recorded income tax expense of $3.6 million against pre-tax income of $16.0 million, for
an effective tax rate of 22.2 percent. The effective tax rate in 2004 benefited from the execution of certain
international tax strategies and research and development tax credits. In addition, a tax benefit of $0.6 million
was recorded in the third quarter of 2004 as a result of amended filings of the Company’s 2000 through 2002 tax
positions related to research and development credits.

The U.S. statutory rate was 35 percent for 2006, 2005 and 2004,

Net Income

The Company recorded net income (loss) of ($25.5), $11.1 and $12.4 million for 2006, 2005 and 2004,
respectively. On a per share basts, fully diluted earnings (loss) per share were ($1.03), $0.52 and $0.59 for 2005,
2004 and 2003, respectively.

The average number of common shares outstanding for purposes of calculating basic shares outstanding was
higher in 2006, due to the issuance of 7.2 million shares in the third quarter as part of the consideration paid to
acquire Amazys. In addition, the average number of common shares outstanding was slightly higher each year in
2006, 2005, and 2004 due to shares being issued in connection with the Company’s employee stock purchase
program, stock option plan and share grant activity, and shares issued in connection with prior acquisitions.

FINANCIAL CONDITION AND LIQUIDITY
Liquidity and Capital Resources

As highlighted in the Consolidated Statements of Cash Flows, the Company’s liquidity and available capital
resources are impacted by four key components: (i) cash and cash equivalents, and short-term investments,

(ii) operating activities, (iii) investing activities and (iv) financing activities. These components are summarized
below (in millions):

2006 2005 2004

Net cash flow provided by (used for):

Operating activities . ... ...vttvuee et i i $ 205 % 89 5153

Investing activities ... ... ... oot e e e (210.2) (12.2) {17.7)

Financing activities ........ .. i i e 195.8 {0.4) 1.4
Effect of exchange rate changes on cash and cash equivalents ................... 0.3 0.5 0.1
Net increase (decrease) in cash and cashequivalents ....................... ... 6.4 32y 1.
Cash and cash equivalents, beginning of period ......... ... ... .. ... ... 6.5 9.7 10.8
Cash and cash equivalents, end of period . ....... ... ... il $ 129 $ 65 § 97

Cash, Cash Equivalents and Short-Term Investments

At December 30, 2006, the Company had cash and cash equivalents of $12.9 million and no short-term
investments. At December 31, 2005, the Company had cash and cash equivalents of $6.5 million and short-term
investments of $14.9 million. Short-term investments held as of December 31, 2005, consisted primarily of
tax-free variable rate demand notes. As of December 30, 2006, approximatety $11.3 million of cash and cash
equivalents were held by subsidiaries outside of the United States.

Operating Activities

Net cash provided by operating activities was $20.5, $8.9 and $15.3 million for 2006, 2005 and 2004,
respectively. In 2006, cash provided by operating activities consisted of a net loss of $25.5 million, offset by
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non-cash items of $36.5 and net cash provided by operating assets and liabilities of $9.5 million. Significant
sources of cash in 2006 included decreases in accounts receivable and other current and non current assets of
$10.0 million and $9.4 million, respectively, partially offset by decreases in other current and non current
liabilities, income taxes, and accounts payable.

In 2005, net cash from operating activities consisted of net income of $11.1 million adjusted for non-cash items
of $8.1 million and net cash used for operating assets and liabilities of $10.3 million. The adjustment for
non-cash items included $6.2 million in depreciation and amortization charges and $1.4 million in deferred tax
benefits, partially offset by a $1.2 million gain on sale of life insurance policies related to the Founders’ Share
Redemption Program, as discussed more fuliy in Note 12 to the Consolidated Financial Statements and below in
Founders’ Share Redemption program. The use of operating funds was primarily driven by increased sales
volume in the fourth quarter of 2005, compared with 2004. Increases were recorded in accounts receivable,
inventories, prepaid expenses and other current assets of $6.9, $3.4, and $2.2 miilion, respectively. These cash
uses were partially offset by cash provided by increases in accounts payable and income taxes payable of

$1.3 and $1.0 million, respectively.

In 2004, cash provided by operating activities consisted of net income of $12.4 million adjusted for non-cash
items of $7.0 million and net cash used for operating assets and liabilities of $4.1 million, The most significant
non-cash adjustment to cash flow was $6.0 million for depreciation and amortization. Changes in operating
assets included increases in accounts receivable of $4.5 million, partially offset by decreases in inventories of
$1.6 million compared with 2003. Other current and non-current liabilities decreased $1.7 million in 2004,
reflecting lower payouts on certain incentive compensation awards, completion of two executive severance
packages and recognition of deferred revenue on the sale of the Coherix assets.

Investing Activities

The most significant components of the Company’s investment activities are (i) strategic acquisitions, (ii) capital
expenditures, (iii) short-term investment purchases and sales, and (iv) insurance gains and expenses related to the
Founders’ Shares Redemption Program. Net cash used for investing activities during 2006, 2005 and 2004 was
$210.2, $12.2 and $17.7 million, respectively.

The significant increase in cash used for investing activities in 2006, was primarily attributable to the acquisition
of Amazys, which required $195.2 million, net of cash received (see Acquisition of Amazys Holding AG below),
and capital expenditures of $28.9 million, which include the purchase and renovation of the Company’s new
corporate headquarters and manufacturing facility. Sources of cash to meet these needs came from short and long
term borrowings (see Financing Activities below), operating cash flows, liquidation of the short-term investment
portfolio, and cash acquired as part of the Amazys transaction.

Significant cash used for investing activities in 2005, included net purchases of short term investments of

$8.6 million, capital expenditures of $4.7 million, increases in other assets of $3.9 million and the final of two
payments for the purchase of Monaco Systems, Inc. of $0.8 million. Offsetting cash used in investing activities
were proceeds of $6.5 million from the sale of three life insurance policies originally purchased to fund the
Founders’ Shares Redemption Program, described more fully in Note 12 to the Consolidated Financial
Statements and below in Founders’ Shares Redemption Program. Additional funding for investing activities was
generated by operating cash flows and periodic sales of short-term investments.

In 2004, investing activities used $17.7 million of cash. These activities included capital expenditures of
$6.3 million, life insurance premiums of $4.8 million, increases in other assets of $3.3 million and net purchases
of short-term investments of $2.9 million.

Under provisions of the life insurance policies, originally purchased to fund the Founders’ Shares Redemption
Program, the Company is allowed to determine the timing and amount of premium payments. The Company did
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not make any prernium payment for the 2006 or 2005 policy years. The Company does not expect this to
materially impact the cash surrender values in the short-term, or payment of benefits under the policies. The
Company is continues to review its options with regards to the future of the remaining policies.

Capital expenditures were $28.9 million in 2006, compared with $4.7 million in 2005 and $6.3 million in 2004.
Included in the 2006 capital expenditures was $24.3 million related to the purchase and renovation of the
Company’s new corporate headguarters and manufacturing facility in Grand Rapids, Michigan. Funding for the
purchase of the building required the Company to incur short-term borrowings of $13.5 million under its
revolving line of credit. This loan was converted 10 a mortgage loan in June 2006, as outlined in Financing
Activities below. Funding for the building renovations subsequent to purchase came primarily from operating
cash flows. The buitding was placed into operation during January 2007. Non-building capital expenditures in
2006 were $4.6 million, which included $1.8 million incurred by Amazys post acquisition. These expenditures
were for machinery, equipment, and information technology upgrades.

In 2005, capital expenditures were made primarily for machinery, equipment, and information technology. The
focus of the expenditures was on upgrading the Company’s manufacturing capabilities and global information
technology platforms to support both current operations and expanded research and development efforts. Also
included in 2005 capital expenditures was $0.6 million related to the purchase of the Company’s new corporate
headquarters and related renovation costs.

Financing Activities

In 2006, the Company’s principal financing activities were the management of short and long term indebtedness
incurred in connection with the Amazys acquisition and new corporate headquarters and manufacturing facility,
issuance of common stock in connection with the Amazys acquisition, stock option, and employee purchase
plans, and the payment of dividends on its common stock outstanding.

Prior to July 1, 2006, the Company maintained a revolving line of credit agreement with a bank, which provided
for maximum borrowings of $25 million with variable interest at LIBOR plus 75 to 100 basis points as defined in
the agreement. Borrowings under this facility were unsecured and no compensating balances were required under
the agreement. This agreement was terminated and replaced by a new revolving line of credit in conjunction with
the Amazys acquisition.

In the first quarter of 2006, the Company incurred short-term borrowings of $13.5 million under its former
revolving line of credit in connection with the acquisition of its new corporate headquarters and manufacturing
facility in Grand Rapids, Michigan. This loan was converted to a mortgage loan in June 2006, secured by the
Company’s existing headquarters and manufacturing facility in Grandville, Michigan. The mortgage requires
monthly interest payments based on LIBOR plus 1.75% with the principal balance due in full in March 2007. On
September 14, 2006, the Company entered into an Agreement of Purchase and Sale to sell the Grandville facility
for $14 mitlion with a transaction closing anticipated no later than October 2007. If the closing occurs after
March 2007, the Company intends to extend its mortgage through the closing date.

In connection with the Amazys acquisttion, the Company entered into secured senior credit facilities which
provide for aggregate principal borrowings of up to $220 million and replaces the Company’s previous line of
credit. The credit facilities consist of a $160 million first lien Joan which is comprised of a $60 million seven-
year term loan and a $40 million five-year revolving line of credit, and a $60 million six-year term second lien
loan. Obligations under these credit facilities are secured by the tangible and intangible assets of the Company.
Both facilities provide variable interest rate options from which the Company may select. As of December 30,
2006, the Company has selected the three month LIBOR rate plus 225 and 500 basis points for most of the first
and second lien facilities, respectively as its primary interest rate index. Interest payments are due quarterly for
LIBOR based loans. A small portion of the credit facilities are tied to the prime rate and require monthly interest
payments.
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As of December 30, 2006, the Company had $12.0 million drawn against the revolving line of credit. Further
draws on the $40 million revolving line of credit will be restricted to a total outstanding balance of $26.5 million
until such time that the mortgage loan on the Company’s Grandville Michigan, facility is repaid in full. The
unused portion of the revolving credit facility is subject to a fee of 0.5% per annum.

The credit facilities contain certain operational and financial covenants regarding the Company’s ability to create
liens, incur indebtedness, make certain investments or acquisitions, enter into certain transactions with affiliates,
incur capital expenditures beyond prescribed limits, and meet certain financial ratios. The Company was in
compliance with all covenants as of December 30, 2006.

In September, 2006, the Company entered into four floating to fixed interest rate swap agreements with a
combined notional amount of $153.0 million, each designated as cash flow hedges of the outstanding borrowings
of the Company. These agreements result in the Company paying or receiving the difference between three
month LIBOR and fixed interest rates at specified intervals, calculated based on the notional amounts. The
interest rate differential to be paid or received is accrued as interest rates change and is recorded as interest
income or expense. Accordingly, the effective portion of the change in the fair value of each swap transaction is
recorded in other comprehensive income, net of deferred tax expense. The ineffective portion of the change in
fair value, if any, is recognized in current period earnings in general and administrative expenses. The fair value
of the interest rate swaps at December 30, 2006 was a liability of $0.5 million (net of deferred taxes of

$0.2 million), and was recorded in both current and long-term other accrued liabilities, depending on the
expiration date of the underlying instrument. During 2006, the Company received net interest settlements on
these contracts of $0.1 million, and the impact of interest accruals on these instruments was not material.

The counterparty to all of the Company’s derivative financial instruments is a major financial institution with
which the Company also has other financial relationships. The counterparty exposes the Company to credit loss
in the event of non-performance. If the counterparty fails to meet the term of the agreement, the Company’s
exposure is limited to the net amount that would have been received, if any, over each agreement’s remaining
life. The Company does not anticipate non-performance by the counterparty given their high credit ratings, and
no material loss would be expected from non-performance by the counterparty.

In 2006, the Company issued 96,450 shares of common stock in connection with option exercises and purchases
under the Employee Stock Purchase Plan, which generated $0.9 million of cash. In addition, 137,210 shares were
granted under the Company's Restricted Stock Plan and 7,221,458 shares were issued in connection with the
Amazys acquisition. During 2005, 283,827 shares of common stock were issued in connection with employee
stock option and purchase plans, which generated $1.7 million of cash, and in 2004, 374,199 shares, were issued,
generating $3.2 million of cash.

The Company paid annual dividends at a rate of $.10 per share in 2006, 2005 and 2004, requiring the use of $2.5,
$2.1 and $1.8 million of cash, respectively. On January 8, 2007, the Company announced the Board of Directors
decision to suspend payment of its quarterly dividend of $.025 per share effective immediately. This decision
was made to speed in the repayment of borrowings related to the Amazys acquisition and help fund future
product development initiatives. Although the Board does not anticipate reinstating the dividend payment it will
continue to reevaluate the policy on an on-going basis.

The Company believes its current liquidity, future cash flows, and secured indebtedness should provide the
necessary financial resources to meet its expected operating requirements for the foreseeable future. These
requirements inciude the payment of principal and interest on indebtedness, funding of operations, life insurance
premiums, and capital expenditures. Should additicnal funding be required, supplemental borrowing
arrangements are the most probable alternative for meeting capital resource and liquidity needs.

Acquisition of Amazys Holding AG

On July 5, 2006, the Company consummated its exchange offer (the “Offer”) for all publiciy held registered
shares of Amazys Holding AG (“Amazys™), a listed company incorporated in Switzerland. Amazys is a color
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management solutions company that develops, markets, and supports hardware, software and services to measure
and communicate color for the imaging and media, photography, digital imaging, paints, plastics, apparel,
textiles, and automotive industries. The Company believes the combining of X-Rite and Amazys will result in
significant benefits to the Company including creating a global market leader in the color industry, accelerating
technological innovation, and building the strongest talent pool in the industry.

In the Offer, the Company acquired an aggregate of 3,422,492 Amazys shares, representing approximately 99.7%
of the shares outstanding on a fully diluted basis. On January 31, 2007, the Company completed the compulsory
acquisition process under Swiss law whereby, each Amazys share that remained outstanding was cancelled and
converted into the right to receive the Offer consideration. Pursuant to the terms of the Offer, the Company paid
2.11 shares of its common stock and 77 Swiss Francs (CHF) in cash for each tendered Amazys share.

The following table summarizes the aggregate consideration paid for the acquisition, with a reconciliation to the
total net assets acquired, (in thousands):

i

Cash consideration for Amazys common shares tendered ................... $215,260
TraANSACHION COSIS . .\ vttt ittt s ettt et e e eme e naeeaennaae ety 9,424
Total cash consideration . . .....ovurrr e ettt e ettt 224,684
Fair value of X-Rite stock (7,221,458 shares) ............. ... iviuivvann 81,169
Accrual for Amazys shares not yettendered .............. ... ... ... ... 797
Total acquisition consideration .. .......... ... ittt $306,650

The cash consideration exchanged for Amazys shares consisted of existing cash, the issuance of new debt
totaling $205.0 million and cash of $2.1 million derived from the settlement of a derivative financial instrument
associated with the transaction. Total cash acquired with the Amazys purchase was $29.2 million; of which $17.5
was used to pay down long-term debt incurred for the acquisition. The fair value of shares issued was deterined
based upon closing market price on the date of the acquisition.

Founders’ Shares Redemption Program

During 1998, the Company entered into agreements with its founding shareholders for the future repurchase of
4.5 million shares of the Company's outstanding stock. The agreements were terminated in November 2004. At
that time, 3.4 million shares remained subject to repurchase. Prior to their termination, the agreements required
stock repurchases following the later of the death of each founder or his spouse. The price the Company would
have paid the founders” estates for these shares reflected a 10 percent discount from the average closing price for
the ninety trading days preceding the later death of the founder or his spouse, although the discounted price
would not have been less than $10 per share (a total of $45.4 million) or more than $25 per share (a total of
$113.5 million). The cost of the repurchase agreements was to be funded by $160.0 million of proceeds from life
insurance policies the Company purchased on the lives of certain of these individuals. Insurance was purchased
at the $160.0 million level in order to cover both the maximum aggregate purchase price and anticipated
borrowing costs.

Upon termination of the agreements in November 2004, the Company recorded a credit to interest expense of
$9.0 million, which reversed the accumulation of the liability to increase the value of the agreements that had
occurred since the adoption of SFAS 150 on July 1, 2003, Upon reversal of these charges, the remaining

$34.2 million representing the fair value of the redemption agreements at July 1, 2003, was reclassified to
shareholders’ investment. Dividend payments previously classified as interest expense were paid and thus settled
while the repurchase agreements were accounted for as a liability and therefore not reversed to income. Dividend
payments on program shares of $0.09 million per quarter were recorded as interest expense in 2004, while
comparable period dividends in 2005, were recorded as a reduction in shareholders’ investment.
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In June 2005, the Company entered into agreements with two life settlement providers for the sale of three life
insurance policies owned by the Company with a total face value of $30.0 million. The Company received
proceeds of $6.5 million, net of closing costs, from the sale of these policies. The Company recorded a gain of
$1.2 million in the second quarter of 2005 in connection with the sale of these policies, which was included as a
component of Operating Income. At December 30, 2006, the Company’s remaining life insurance portfolio
consisted of eleven policies with a face value of $130.0 million.

Under provisions of the life insurance policies originally purchased to fund the agreements, the Company is
allowed to determine the timing and amount of premiumn payments. Premiums on the remaining policies total
$3.5 million per year. The Company elected not to make premium payments for both the 2006 and 2005 policy
years, This election has not materially impacted the cash surrender values in the short-term, nor is it expected
affect payment of future benefits under the policies. The Company continues to review its options with regard to
the future of the remaining policies.

Corporate Headquarters

On February 14, 2006, the Company completed the purchase of its new corporate headquarters and
manufacturing facility in Grand Rapids, Michigan, for $13.4 million. Funds for the purchase were drawn from
the Company’s revoiving line of credit which was subsequently refinanced with a mortgage loan on the
Company’s current corporate headquarters in Grandville. This facility is approximately 375,000 square feet and
is located ten miles from the Company’s current headquarters. State and local governments have provided an
incentive package of approximately $21.0 million in connection with the purchase. Full realization of the
incentive package will occur over a number of years and is dependent upon the Company meeting certain job
creation and growth goals. The Company relocated its headquarters to the facility in Grand Rapids during the
first quarter of 2007.

On September 14, 2006, the Company entered into an Agreement of Purchase and Sale (the “Agreement”) to sell
its former corporate headquarters and manufacturing facility in Grandville, Michigan for $ 4.0 million. The
Agreement provides for an initial earnest money deposit of $100,000 which becomes non-refundable at the end
of the buyer’s initial inspection period, and an additional $100,000 earnest money deposit payable at the end of
the initial inspection period, to be held pending the receipt of certain government approvals. The buyer retains
the right to terminate the agreement by giving timely written notice to the Company prior to closing or due to the
Company’s failure to remedy a material breach of contract within a ten day period of notiftcation. Final closing
of the sale will be based on completion of the Buyer’s inspection and due diligence process as well as granting of
governmental approvals related to the future planned usage of the property, but no later than October 22, 2007.

Other Investments

In 2000, the Company formed a strategic venture capital group XR Ventures, LLC (XRV), whose mission was to
direct and manage the Company’s investments in start up companies in the high technology field. The Company
retained a majority interest in XRV with the minority interest held by its managers, Mr. James A. Knister and
Dr. Peter M. Banks. At the inception of XRV, Mr. Knister and Dr. Banks were also members of the Board of
Directors of X-Rite, Incorporated, positions from which they have subsequently retired. The Company funded
acquisitions made by XRV and in exchange will receive its investment back in full before any distributions are
made. Since inception, XRV has made investments in eleven different entities totaling $12.2 million. Each
investment represented less than 20 percent of the ownership of the respective investee. Because the Company is
unable to exercise significant influence over the operating and financial policies of each respective investee, the
investments were recorded at cost.

All venture capital investments are fully impaired. Although XRV continues to hold positions in several portfolio
compantes, no future investments will be made except where necessary to protect an existing position.

In the first two quarters of 2005, XRV provided working capital advances totaling $0.3 millicn to two companies
in which it had previously invested. This new funding was made in coordination with the investees previous
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third-party investors and was made to protect the Company’s ownership position in the investees. Due to
uncertainty over the timing and proceeds from the expected sale of the investees, these investments were deemed
impaired, and the appropriate charge was taken. The Company did not make any investments during 2006.

Subsequent Event

On February 7, 2007, the Company completed the sale of its Labsphere subsidiary to Halma Holdings ple
(Halma). Labsphere, which is based in North Sutton, New Hampshire, provides integrated spheres and systems as
well as reflectance materials to the light measurement markets. This divestiture is part of the Company’s ongoing
strategy to focus resources on its core color-related businesses. Under the terms of the agreement, Halma
acquired all of the outstanding Labsphere stock for $15.4 million in cash, subject to certain closing adjustments.
Proceeds from the sale was used to reduce the principal balance of the Company’s first lien credit facility.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The Company strives to report its financial results in a clear and understandable manner. It follows accounting
principles generally accepted in the United States in preparing its consolidated financial statements, which
requires management to make certain estimates and apply judgments that affect its financial position and results
of operations. There have been no material changes in the Company’s policies or estimates since December 31,
200s.

The preparation of financial statements in accordance with generally accepted accounting principles in the United
States requires management to adopt accounting policies and make significant judgments and estimates to
develop amounts reflected and disclosed in the financial statements. In some instances, there may be alternative
policies or estimation techniques that could be used. Management maintains a thorough process to review the
application of accounting policies and to evaluate the appropriateness of the many estimates that are required to
prepare the financial statements. However, even under optimal circumstances, estimates routinely require
adjustment based on changing circumstances and the receipt of new or better information.

The policies and estimates discussed below include the financial statement elements that are either the most
judgmental or involve the selection or application of alternative accounting policies and are material to the
financial statements. Management has discussed the development and selection of these accounting policies with
the Audit Committee of the Board of Directors.

Accounts Receivable Allowances

Accounts receivable allowances are based on known customer exposures, historic credit experience, and the
specific identification of potentially uncollectible accounts. In addition to known or judgmental components, a
policy that consistently applies reserve rates based on the age of outstanding accounts receivable is followed.
Actual collections may differ, requiring adjusiments to the reserves.

Inventory Reserves

Inventories are valued at the lower of cost or market. In assessing the ultimate realization of inventories,
judgments are made as to future demand requirements and compared with current inventory levels. Reserves are
established for excess and obsolete inventory, based on material movement, market conditions, and technological
advancements.

Self-Insurance Reserves

The Company is self insured up to certain limits for costs associated with benefits paid under employee health
care programs. The measurement of these costs requires the consideration of historic loss experience and
judgments about the present and expected levels of costs per claim. These costs are accounted for by developing
estimates of the undiscounted liability for claims incurred, including those claims incurred but not reported, This
method provides estimates of future ultimate claim costs based on claims incurred as of the balance sheet date.
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Long-Lived Assets

Evaluations are periodically made of long-lived assets for indicators of impairment when events or circumstances
indicate that this risk may be present. Judgments regarding the existence of impairment are based on several
factors including but not limited to, market conditions, operational performance, technological advancements and
estimated future cash flows. If the carrying value of a long-lived asset is considered impaired, an impairment
charge is recorded to adjust the asset to its fair value.

Goodwill

The Company accounts for goodwill and other intangible assets in accordance with SFAS No.142, Goodwill and
Other Intangible Assets (SFAS 142). SFAS 142 requires companies to review goodwill and intangible assets with
indefinite useful lives for impairment annually, or more frequently if indicators of impairment occur. Impairment
indicators could include a significant adverse change in the business ¢limate, operating performance indicators,
or the decision to sell or dispose of a reporting unit. The Company is required to test the carrying value of
goodwill for impairment at the reporting unit level (operating segment or one level below an operating segment),
A discounted cash flow method is used to establish the fair value of reporting units. This model requires the use
of estimates about the future cash flows of each reporting unit to determine estimated fair values. An impairment
charge is recognized for any amount by which the carrying amount of a reporting unit's goodwill exceeds its fair
value. Changes in forecasted operations and changes in discount rates can materially affect these estimates. Once
an impairment of goodwill has been recorded it cannot be reversed.

SFAS 142 also requires that intangible assets with estimable useful lives be amortized over their respective
estimated useful lives, and reviewed for impairment in accordance with SFAS 144, Accounting for the
Impairment or Disposal of Long-Lived Assets.

Derivative Financial Instruments

The Company uses derivative financial instruments to manage exposures to movements in interest rates and
foreign exchange rates. Derivatives are not used for speculative or trading purposes.

The Company accounts for derivative financial instruments in accordance with SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities (SFAS 133), as amended. As a resuit the Company recognizes
derivative financial instruments in its consolidated financial statements at fair value regardless of the purpose or
intent for holding the instruments. Changes in fair values of derivatives accounted for as cash flow hedges, to the
extent they are effective hedges, are recorded in other comprehensive income. Changes in fair values of
derivatives not qualifying as hedges are reported in income.

Deferred Income Tax Valuation Allowance

The Company periodically evaluates its deferred income tax assets to assess the probability of their being
ultimately realized. Upon determination that a deferred income tax asset may not be realized, a valuation
allowance is established for the potential unrealizable amount. This evaluation process requires a review of the
underlying transaction to determine that the conditions that led to the creation of the asset still exist and that the
related tax benefit will be realized.

Software Development Costs

Development costs incurred for research and development of new software products and enhancements to
existing software products are expensed as incurred until technological feasibility is achieved. After
technological feasibility is achieved, any additional development costs are capitalized until the product is
available for general release to customers and then amortized using the straight-line method over a three-year
period,
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Revenue Recognition

Revenue is recognized when eamed in accordance with applicable accounting standards. Revenue from sates of
products and services is recognized when a purchase order has been received, the product has been shipped or the
service has been performed, the sales price is fixed and determinable, and collection of any resulting receivable is
probable.

For transactions involving the sale of software which is not incidental to the product, revenue is recognized in
accordance with American Institute of Certified Public Accountants (AICPA) Statement of Position {SOP}

No. 97-2, Software Revenue Recognition, as amended by SOP No. 98-9, Modification of SOP 97-2, Software
Revenue Recognition, With Respect to Certain Transactions (SOP 98-9). We recognize revenue when there is
persuasive evidence of an arrangement, delivery has occurred, the sales price is fixed or determinable and
collection is probable. In instances where an arrangement contains multiple elements, revenue is deferred related
to the undelivered elements to the extent that vendor-specific objective evidence of fair value (VSOE) exists for
such elements. VSOE is the price charged when the element is sold separately. Revenue for the separate elements
is only recognized where the functionality of the undelivered element is not essential to the delivered element.

OFF BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATIONS

The Company has no significant off balance sheet transactions other than operating leases for equipment, real
estate, and vehicles. It also is not the Company’s policy to issue guarantees to third parties. The following table
sets forth information about the Company’s long-term contractual obligations outstanding at December 30, 2006.
It brings together data for easy reference from the consolidated balance sheet and from individual notes to the
consolidated financial statements.

Payments Due by Period Less Than 1-3 3.5 After
(in thousands) Total 1 Year Years Years 5 Years
Long-termdebt ....................... . ......... $191,400 % 1,200 % 2,400 $14,400 $173,400
Interest on long-termdebt .. ... ... ... ... ... .... 104,600 16,000 29900 29,500 29,200
Short-term borrowings . ........... ... . ..., 13,500 13,500 —_ — —
Operatingleases ..............coviiiiinannnn. 4,037 2,236 1,382 419 _—
Total contractual obligations . ...................... $313,537 $32,936 $33,682 $44,319 $202,600
OTHER MATTERS

In November of 2001, the Company’s Board of Directors adopted a Shareholder Protection Rights Plan (the
“Plan™), which became effective in the first quarter of 2002. The Plan is designed to protect shareholders against
unsolicited attempts to acquire control of the Company in a manner that does not offer a fair price to all
shareholders.

Under the Plan, one purchase right automatically trades with each share of the Company’s common stock. Each
Right entitles a shareholder to purchase 1/100 of a share of junior participating preferred stock at a price of
$30.00, if any person or group attempts certain hostile takeover tactics toward the Company. Under certain
hostile circumstances, each Right may entitle the holder to purchase the Company’s common stock at one-half its
market value or to purchase the securities of any acquiring entity at one-half their market value. Rights are
subject to redemption by the Company at $.005 per Right and, unless earlier redeemed, will expire in the first
quarter 2012. Rights beneficially owned by holders of 15 percent or more of the Company’s common stock, or
their transferees and affiliates, automatically become void.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to a variety of risks including foreign currency exchange fluctuations, and market
volatility in its derivative and insurance portfolios. In the normal course of business, the Company employs
established procedures to evaluate its risks and take corrective actions when necessary to manage these
exposures.

The Company utilizes interest rate swap contracts to manage the potential variability in interest rates associated
with debt incurred in connection with the acquisition of Amazys. At December 30, 2006, contracts with a
notional value of $153.0 million and a fair value of $0.5 million (net of deferred taxes of $0.2 million) were
outstanding that were designated as cash flow hedges in accordance with SFAS 133. The Company does not
trade in financial instruments for speculative purposes.

Foreign currency exchange risks arise from transactions denominated in a currency other than the entity’s
functional currency and from foreign denominated transactions translated into U.S. dollars, The Company’s

largest exposures are to the Euro and Swiss Franc, As these currencies fluctuate relative to the dollar, it may
cause profitability to increase or decrease accordingly.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The following report, financial statements, and notes are included with this report:

Management’s Report on Internal Control over Financial Reporting . ....................0 0ot
Report of Independent Registered Public Accounting Firm on Internal Control Over Financial Reporting . . .
Report of Independent Registered Public Accounting Firm on Financial Statements ....................
Consolidated Balance Sheels ... ... . . o ittt i it ittt e
Consolidated Statements of Operations .. ... ... ... . i e
Consolidated Statements of Shareholders” Investment . ............... e e
Consolidated Statements of Cash Flows . ... ... i i e i
Notes to Consolidated Financial Statements . .. . ... ... i i i it
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Management’s Report on Internal Control over Financial Reportin
g p P 8

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rules 13a-15(f) and 15d-15(f). Under the supervision and
with the participation of our management, including our Chief Executive Officer and Chief Financial Officer, we
conducted an evaluation of the effectiveness of our internal control over financial reporting as of December 30,
2006 based on the framework in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COS0).

Our 2006 consolidated financial statements include the accounts and results of operations of Amazys Holding
AG and subsidiaries, a business acquired on July 5, 2006, since the date of acquisition. Management’s
assessments and conclusion on the effectiveness of internal control over financial reporting did not include the
internal controls of Amazys Holding AG and its subsidiaries. As of December 30, 2006, total assets and net
assets of Amazys Holding AG and subsidiaries were $308,346,000 (including goodwill of $193,961,000) and
$64,959,000, respectively, and its net sales and net loss for the six-months ended December 30, 2006, were
$53,940,000 and $12,325,000, respectively.

Based on this evaluation and those criteria, our management concluded that our internal control over financial
reporting was effective as of December 30, 2006,

Management’s assessment of the effectiveness of our internal control over financial reporting as of December 30,

2006 has been audited by Emst & Young LLP, an independent registered public accounting firm, as stated in
their report which appears on page 34.
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Report of Independent Registered Public Accounting Firm on Internal Control Over Financial Reporting
The Board of Directors and Shareholders of X-Rite, Incorporated

We have audited management’s assessment, included in the accompanying Management's Report on Internal
Control Over Financial Reporting, that X-Rite, Incorporated maintained effective internal control over financial
reporting as of December 30, 2006, based on criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). X-Rite,
Incorporated’s management is responsible for maintaining effective internal control over financial reporting and
for its assessment of the effectiveness of internal contral over financial reporting. Our responsibility is to express
an opinion on management’s assessment and an opinion on the effectiveness of the company’s internal control
over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

As indicated in the accompanying Management's Report on Internal Control over Financial Reporting,
management’s assessment of and conclusion on the effectiveness of internal control over financial reporting did
not include the internal controls of Amazys Holding AG and its subsidiaries, a business acquired on July 5, 2006,
which is included in the 2006 consolidated financial statements of X-Rite, Incorporated since the date of
acquisition. As of December 30, 2006, the total assets and net assets of Amazys Holding AG and subsidiaries
were $308,346,000 (including goodwill of $193,961,000) and $64,959,000, respectively, and its net sales and net
loss for the six-months ended December 30, 2006, were $53,940,000 and $12,325,000, respectively. Our audit of
internal control over financial reporting of X-Rite, Incorporated also did not include an evaluation of the internal
control over financial reporting of Amazys Holding AG and subsidiaries.

In our opinion, management’s assessment that X-Rite, Incorporated maintained effective internal control over
financial reporting as of December 30, 2006, is fairly stated, in all material respects, based on the COSO criteria.
Also, in our opinion, X-Rite, Incorporated maintained, in all material respects, effective internal control over
financial reporting as of December 30, 2006, based on the COSO criteria.
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We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States}, the consolidated balance sheets of X-Rite, Incorporated and subsidiaries as of December 30,
2006 and December 31, 2005, and the related consolidated statements of operations, shareholders’ investment,
and cash flows for each of the three years in the period ended December 30, 2006, and our report dated March 3,

2007 expressed an unqualified opinion thereon.
/sf Emnst & Young LL.P

Grand Rapids, Michigan
March 3, 2007
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Report of Independent Registered Public Accounting Firm on Financial Statements
The Board of Directors and Shareholders of X-Rite, Incorporated

We have audited the accompanying consolidated balance sheets of X-Rite, Incorporated and subsidiaries as of
December 30, 2006 and December 31, 20035, and the related consolidated statements of operations, shareholders’
investment, and cash flows for each of the three years in the period ended December 30, 2006. Our audits also
included the financial statement schedule listed in the Index at ltem 15(a). These financial statements and
schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinicn, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of X-Rite, Incorporated and subsidiaries at December 30, 2006 and December 31, 2005, and
the consolidated results of their operations and their cash flows for each of the three years in the period ended
December 30, 2006, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the
related financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information set forth therein.

As discussed in Notes 2, 9, and 10 to the consolidated financial statements, in 2006 X-Rite, Incorporated changed
its methods of accounting for share-based payments and retirement plans in connection with the required
adoption of Statemnent of Financial Accounting Standards Nos. 123(R) and 158, respectively.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the effectiveness of X-Rite, Incorporated and subsidiaries’ internal control over financial
reporting as of December 30, 2006, based on criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated
March 3, 2007 expressed an unqualified opinion thereon.

s/ Ernst & Young LLP

Grand Rapids, Michigan
March 3, 2007
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X-RITE, INCORPORATED AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(In thousands)
December 30, December 31,
2006 2005
ASSETS
Current assets:
Cashand cashequivalents .......... .. .. i reannnnna. $ 12,876 $ 6496
ShOMt-lEIM INVESUMENLS . ..ttt it ittt et in e emene e ena s ennennn — 14,863
Accounts receivable, less allowance of $875 in 2006 and $1,185in 2005 ... ... 40,226 33,536
102 180 ) =S 30,165 17,631
Deferred INCOME taXeS ... . ittt ittt it e s i et ia ettt iiaaans 4,749 2,140
Assetsheldforsale ... .. .. i i i i i i e e 12,081 —_
Prepaid expenses and other currentassets .................oovviiiiiaaan, 5,378 1,967
105,475 76,633
Property, plant and equipment:
5 T AP 120 2,278
Buildings and improvements ........... ... ... il 8,333 17,513
Machinery and equipment ... ... ... ... i 28,869 20,849
Furniture and office equipment ............ ... .. i it 18,282 17,164
Construction i PrOBIeSS . ... ...t iien ittt e it anannns 26,188 1,640
81,792 59,444
Less accumulated depreciation ............ oot (33,232) (35,772)
48,560 23,672
Other assets:
Goodwill ... . e 203,101 8,951
Other intangibles, net . . ... .. e e 64,143 3,875
Cash surrender values (Founders policies) ........... ... .. .. .. .. ... ... 21,377 20,956
Capitalized software net of accumulated amortization of $3,075 in 2006 and
B1,3420n 2005 ... e e 8,548 7,327
Deferred financing costs net of accumulated amortization of $624 . ... ... ... 6,882 —
Deferred inCOmME taXeS . ..ot i ettt ettt e et it et — 2,853
Other NOM-CUITENE ASSELS o v v v v it it e et et ee e et et ettt eaeaannnaes 4,173 3,368
308,224 47,330
$462,259 $147,635

The accompanying notes are an integral part of these statements.
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X-RITE, INCORPORATED AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS—Continued
{In thousands, except share and per share data)

December 30, December 31,
2006 2005
LIABILITIES AND SHAREHOLDERS’ INVESTMENT
Current liabilities:
Short-1erm BOITOWINES . . . . . oottt e ae et e e e aaae e $1350 § —
Current portion of long-termdebt ........... ... ... . 1,200 —
Accounts payable .. ... e 10,574 5,733
Accrued liabilities:
Payroll and employee benefits . ............ e e 18,915 5948
§ 1T )1 01X b= U OO 4,759 4,243
Derivative financial instruments . .......... .. i i i i 12 —
61 =8 {51 S PSP 1,283 —
15T T O 12,822 3716
63,065 19,640
Long-term liabilities:
Long-term debt, less custent portion .. ..., i 190,200 —_
ReSUUCIUIING .. ..ottt it iaaa s 3,729 —
Long-term compensationand benefits .. ....... ... ..ol 1,410 —_
Derivative financial instruments . ........ .. .ottt iraocnannn 520 —_
Deferred INCOME LAXES . .ot v v vt e e ae ettt et aanarcr g aeenns 16,841 —
L4817 S 884 413
213,584 413
Shareholders’ investment:
Preferred stock, $.10 par value, 5,000,000 shares authorized; none issued . . .. .. - —
Common stock, $.10 par value, 50,000,000 shares authorized; 28,568,630
shares issued and outstanding in 2006 and 21,236,792 shares issued and
outstanding in 2005 ... .. ... 2,857 2,124
Additional paid-incapital ........ .. . e 100,665 17,158
Retained €aMINES . - ... vvuui i 79,119 107,105
Accumulated other comprehensiveincome .. ...... ... ..o L 2,969 1,721
S1oCK CONVErSION PIOGIAIT . ... v et iait it iimmaa e e aaeanns — (526)
185,610 127,582
$462,259 $147,635

The accompanying notes are an integral part of these statcments.
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X-RITE, INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

For the Year Ended

December 30, December 31, January 1,
2006 2005 2005

NetSales ..ottt e e $179,803 $130,939 $126,241
Cost of sales:
Products sold . ... ... .00t 70,522 44,950 44,903
Restructuring charges . ........... i iiinrin ey 6,159 — —
Inventory valuation adjustment . ................. ... ... ..., 4,854 — —
81,535 44,950 44,903
Grossprofit .. ... . ... . .. .. 98,268 85,989 81,338
Operaling expenses (income):
Sellingand marketing . .........c.oiuuuuiinioniiiiiiiaa 45,303 36,646 33,541
Research, development and engineering . . ..................... 26,516 16,316 15,170
General and administrative . ... ....... ... . .. .. . . . . . 24,812 18,478 16,809
Acquired in-process research and development .......... ..., .. 11,107 — —
Restructuring ... ...... ..ot eiin e P 9,986 — —
Integration ... ... ... i e 3,308 — —
Foundersinsurance gain ............ ... . ... i —_ (1,154) —
121,032 70,286 65,520
Operating income (108S) . ............ oot iiinnrrnn. (22,764) 15,703 15,818
Interest eXpense . o oo e e e (8,758) —_ —
Interest income, Founders’ stock redemption ....................... — — 657
Interest expense, Founders’ stock dividend .. .................... .. — — (342)
Gain on derivative financial instruments ............ . ............. 2,083 — —
Lossonsale of investments . ............. . couirireninnnrennn (2) (540} —
Write-down of otherinvestments ............... ... ... ... . ciuuu. —_ (332) —
LT3 O 1 11 (186) 204 (173)
Income (loss) before incometaxes .. ... ... ............ (29,627 15,035 15,960
Incometaxes(benefit) . ... ... .. i i e (4,136) 3,983 3,536
Netincome (10SS) . ... ... ... it e $(2549)  $ 11,052 § 12,424
Earnings (loss) per share:
BasSiC ..o e e $ (1.03) 52§ .60
Diluted . ... e e $ (1.03) 5208 .59

The accompanying notes are an integral part of these statements.
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X-RITE, INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ INVESTMENT
(In thousands, except share and per share data)
Accumulated
Additional Other Stock Total
Common Paid-in  Retained Comprehensive Conversion Shareholders’
Stock Capital  Earnings Income Program  Investment
BALANCES, 17304 .................. 1,714 9,350 53,627 1,944 (23) 66,612
NEtINCOMEe .. ot iie e ens — —_ 12,424 — _ 12,424
Translation adjustment . ................ — — —_ 853 — 833
Unrealized gain on short-term investments
{netoftaxof ¢ ... ... ... ... ... ... — — _ 13 — 13
Total comprehensive income ............ 13,290
Cash dividends declared of $.10 per
share ....... . .. . e —_ — (1,732) — — (1,732)
Issuance / release of shares under employee
benefit plans, including tax benefits
(341,946 shares) .................... 34 3,686 — — — 3,720
Cancellation of Founders’ Shares
Redemption Program ................ 342 — 33,858 - — 34,200
Stock conversion program .............. 5 756 — — (38N 374
BALANCES, 1/1/05 .................. 2,095 13,792 98,177 2,810 (410) 116,464 .
Netincome ........oovvrverineonennns — — 11,0582 — — 11,052 '
Translation adjustment ................. — — — (1,396) — (1,396)
Unrealized gain on short-term investments
(netoftaxof $165) .................. —_— — —_ 307 —_ 307
Total comprehensive income ............ 9,963
Cash dividends declared of $.10 per
share ... ... . i — — (2,124) — — (2,124)
Issuance / release of shares under employee
benefit plans, including tax benefits i
(186,182 shares) .................... 19 1,832 -— — — 1,851 |
Issuance of shares pursuant to a business
acquisition (62,319 shares) ............ 6 933 — — — 939
Stock conversion program . ............. 4 601 — — {116} 489
BALANCES, 1231405 ................ 2,124 17,158 107,105 1,721 (526) 127,582
Adoption of SFAS 123(R) .............. — (526) — — 526 —
Netloss ...... .o, — — (25491 — — (25,491)
Translation adjustment ................. — — —_ 1,726 — 1,726
Unrealized loss on derivative financial
instruments (net of tax benefit of
F200) .. — — — (478) — (478)
Total comprehensive loss ............... (24,243)
Cash dividends declared of $.10 per
share ...... ... .. . — —_ (2,495) —_ — (2,495)
Share-based compensation .............. — 2,555 — — — 2,555
Issuance / release of shares under employee
benefit plans, including tax benefits
(110,380 shares) .................... 11 1,031 — — — 1,042
Issuance of shares pursuant to a business
acquisition (7,221,458 shares) ......... 722 80,447 —_ — — 81,169
BALANCES, 12/30/06 ................ $2,857 $100,665 § 79,119  § 2,969 — $185,610

The accompanying notes are an integral part of these statements.
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X-RITE, INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
{In thousands)

For the Year Ended

December 30, December 31, Januaryl,
2006 2005 2005
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (JOSS) .. oot it i e e e et e $ (25491) $ 11,052 $ 12,424
Adjustments to reconcile net income (loss) to net cash provided by operating
activities:
Depreciation . ...........oiiiiii i e 5,464 3,875 3,410
Amortization of intangible assets .. ........ ... ... ... o0 oo, 9,352 2,343 2,626
Amortization of deferred financingcosts ............... ... . .. ... 624 -— —
Allowance for doubtful accounts ....................ccoo .. 104 258 163
Deferred income taxes (benefit) .......... ... oo s (6,286) 1,378 772
Gain on sale of life insurance policies .............. ... ... — (1,154) —
Share-based compensation ........... ...t 1,659 — —
Tax benefit from stock options exercised . .............. ... . ... 66 174 485
Gain on derivative financial instruments ......................... (2,083) — —
Acquired in-process research and development . ................... 11,107 — -
Restructuring (including $1,271 of depreciation and amortization) . . . . . 16,145 — —
L 17 337 1.272 427
Changes in operating assets and liabilities net of effects from
acquisitions:
Accountsreceivable ... .. ... ... L e e 9,951 (6,520) (4,522}
IVemOTIES . oottt i e e e e e 1,010 (3,397) 1,635
Other current and nON CUITENE ASSELS . .. v it vnvrrrenrarerennn 9,416 (2,236} (245
Accounts payable . ... ... e (2,243) 1,302 {179)
INCOME TAXES « vttt et et e e e e e e e e e e e et e (2,338) 979 865
Other current and non current liabilities .. ........................ (6,249) (44) (1,691)
Net cash provided by operating activities................... 20,545 8,882 15,316
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales of short-term investments . ....................... 18,619 1,940 2,685
Proceeds from maturities of shori-term investments . ..........ovvvivnn. 552 505 70
Purchases of short-term investments ... .........c..ieeecnaeenrerinns 4,310) (11,088) (5.670)
Capital exXpenditures ... ittt i e i e {28,853) (4,655) {6,298)
Investment in Founders’ life insurance, net ..........ovvrireiinnnenens 421) (441) 4,771
Proceeds from sales of life insurance policies ......................... — 6,454 —
Increase in Other 8s8els . .. ... it ittt e e e (2,980) (3,928) (3,313
Acquisitions, net of cashacquired ........... ... ... ... . il (195,187 {750) (712)
Proceeds from derivative financial instruments . ....................... 2,083 — —
Otherinvesting activities . .......... ... ittt 257 (190) 267
Net cash used for investing activities ...................... (210,240) (12,153) (17,742)
CASH FLOWS FROM FINANCING ACTIVITIES:
Shori-term borrowings, et . .. ... ..ottt it et inneins 13,500 — —
Proceeds from issuance of fong-termdebt .............. ... ... ... 211,000 — —
Payment of long-termdebt ...... ... ... ... ... i (19,600} —_— —
Dbt ISSUANCE COSIS L.t t vttt ettt et ittt i e et e {7,506) — —
Dividendspaid ... ... oo e (2,495) {2,124) (1,732)
[ssuance of COMMONM SIOCK . o v vttt et e e tetne e e 856 1,750 3,168
Net cash provided by (used for) financing activities . ... ...... 195,755 (374) 1,436
EFFECT OF EXCHANGE RATE CHANGES ON CASH AND CASH
EQUIVALENTS ..o e e et 320 448 {69)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS . .. 6,380 (3,197) (1,059)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR ... ...... 6,496 9,693 10,752
CASH AND CASH EQUIVALENTSATENDOFYEAR ................ $ 12,876 § 6,496 $ 9,693

The accompanying notes are an integral part of these statements.
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X-RITE, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1—THE COMPANY AND OTHER INFORMATION

X-Rite, Incorporatzd is a technology company that develops a full range of color management systems. The
Company’s technologies assist manufacturers, retailers and distributors in achieving precise color appearance
throughout their global supply chain. X-Rite products also assist printing companies, graphic designers and
professional photographers in achieving precise color reproduction of images across a wide range of devices and
from the first to the last print. The Company’s products also provide retailers color harmony solutions at point of
purchase. The key markets served include Imaging and Media (formerly known as Graphic Arts), Retail, and
Industrial. Based on the nature of its products, customers and markets, the Company’s management evaluates its
business as a single reportable operating segment.

Products are sold worldwide through the Company’s own sales personnel and through independent sales
representatives and dealers. The Company is headquartered in Grand Rapids, Michigan and has other domestic
operations in Ohio, New Hampshire and Massachusetts. In addition, the Company has locations in Switzerland,
England, Germany. Italy, France, Hong Kong, China, Japan and Singapore. Manufacturing facilities are located
in the United States, Switzerland and Germany.

In the following table, sales to customers are attributed to the geographic areas based upon the location of the
customer {in thousands);

2006 2005 2004

DOMESHC SAlES . . o\ttt ettt e $ 73417 § 68,788 $ 67,053
International sales:

BUIODE ottt e 61,133 32,568 30,680

3 T Y P 35,915 19,585 20,119

Other CoUNES . .ottt et e it e e e e et e i e anen e 9,338 9,998 8,389

106,386 62,151 59,188

Total SaA1eS . . .t ottt e e e $179,803 $130,939 $126,241
The following table summarizes net sales by product line (in thousands):
ImagingandMedia........... ... i $ 88,227 § 53,559 § 54833
Industrial .. ..o e e e e 46,383 32,391 32,226
Retail .. . e e e 22,945 26,948 20.883
Light . e 15,954 12,601 11.907
T8 1 V= A U U 6,294 5,440 6,392
Total Net Sales .. oottt et e e e e e e $179.803 $130,939 3126,241
Long-lived assets consist of property plant and equipment (in thousands}):
Long lived assets:

ULS. OPETALIONS . . . ottt et ittt aaa e ittt i $ 37898 § 22,803 § 22,136

Intermational . ... ..ottt ittt e e 10,662 869 977

$ 48,560 $ 23,672 § 23,113

No single customer accounted for more than 10 percent of total net sales in 2006, 2005 or 2004.
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X-RITE, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The consolidated financial statements include the accounts of X-Rite, Incorporated and its subsidiaries. All inter-
company accounts and transactions have been eliminated.

Fiscal Year

The Company reports its operations and cash flows on a 52-53 week basis ending on the Saturday closest to
December 31. The fiscal years ended December 30, 2006 (fiscal year 2006), December 31, 2005 (fiscal year
2005), and January 1, 2005 (fiscal year 2004), contained 52 weeks.

Financial Instruments

The Company’s financial instrauments consist of cash and cash equivalents, accounts receivable, accounts and
notes payable, short-term and long-term debt, and derivative financial instruments. The Company’s estimate of
the fair values of these financial instruments approximates their carrying amounts for the respective years. The
Company does not hold or issue financial instruments for trading purposes.

Cash and Cash Equivalents

The Company considers all highly liquid financial instruments with maturities of three months or less when
purchased to be cash equivalents.

Accounts Receivable Allowance

The carrying amount of accounts receivable is reduced by a valuation allowance that reflects an estimate of the
amounts that will not be collected. The valuation allowance is comprised of an allowance for doubtful accounts
and sales returns. In addition to reviewing delinquent accounts receivable, other factors are considered in
estimating the allowance, including historical data, customer types, credit worthiness and economic trends.
Actual collections may differ, requiring adjustments to the allowance.

Inventories

Inventories are stated at the lower of cost, determined on a first-in, first-out basis, or market. Reserves are
established for excess and obsolete inventory, based on material movement and a component of judgment for
current events such as market conditions or technological advancement. Components of inventories are
summarized as follows (in thousands):

2006 2005
Rawmaterials .............. ... .. it P $13,957 $ 6,392
WOrK N PrOCESS . .. ottt e et it it e e 5,297 5,948
Finished goods .. . ... ... . .. .. . i 10,911 5,291

$30,165 $17,631

Property, Plant, and Equipment and Depreciation

Property, plant and equipment are stated at cost and include expenditures for major renewals and betterments.
Maintenance and repairs that do not extend the lives of the respective assets are charged to expense as incurred,
Depreciation expense is computed using the straight-line method over the estimated usefu! lives of the related
assets. Estimated depreciable lives are as follows: buildings and improvements, 3 to 30 years; machinery and
equipment, 3 to 10 years; and furniture and office equipment, 3 to 13 years.
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X.RITE, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—continued

Software Development Costs

Development costs incurred for research and development of new software products and enhancements to existing
software products are expensed as incurred until technological feasibility is achieved. After technological feasibility
is achieved, any additional development costs are capitalized until the product is available for general release to
customers and then amortized using the straight-line method over a three-year period.

The Company capitalized $3.0, $3.8 and $3.3 million of software development costs during 2006, 2005 and
2004, respectively. Amortization expense was $4.4, $1.5 and $2.0 million in 2006, 2005 and 2004, respectively.
The 2006 amortization expense includes $1.2 million of amortization classified as a restructuring charge within
cost of sales as it related to write-downs associated with product lines discontinued as part of the Company’s
restructuring plans discussed in Note 3.

Goodwill

The Company accounts for goodwill and other intangible assets in accordance with Statement of Financial
Accounting Standards (SFAS) No.142, Goodwill and Other Intangible Assets (SFAS 142). SFAS 142 requires
companies to review goodwill and intangible assets with indefinite useful lives for impairment annually, or more
frequently if indicators of impairment occur. Impairment indicators could include a significant adverse change in
the business climale, operating performance indicators, or the decision to sell or dispose of a reporting unit. The
Company is required to test the carrying vatue of goodwill for impairment at the reporting unit level (operating
segment or one level below an operating segment). A discounted cash flow method is used to establish the fair
value of reporting units, This model requires the use of estimates about the future cash flows of each reporting
unit to determine estimated fair values. An impairment charge is recognized for any amount by which the
carrying amount of a reporting unit’s goodwill exceeds its fair value. Changes in forecasted operations and
changes in discount rates can materially affect these estimates. Once an impairment of goodwill has been
recorded it cannot be reversed. SFAS 142 also requires that intangible assets with estimable useful lives be
amortized over their respective estimated useful lives, and reviewed for impairment in accordance with

SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets (SFAS 144).

Long Lived Assets

In accordance with SFAS 144, when there are indicators of impairment, the Company evaluates the
recoverability of its long-lived assets by determining whether unamortized balances could be recovered through
undiscounted future operating cash flows over the remaining lives of the assets. The estimated fair value is
determined by discounting the expected future cash flows at a rate that is required for a similar investment with
like risks. If the sum of the expected future cash flows is less than the carrying value of the assets, an impairment
loss would be recognized for the excess of the carrying value over the fair value.

Assets held for sale are stated at the lower of depreciated cost or estimated fair value less costs to sell. As of
December 30, 2006, the Company had $12.1 million in asseis held for sale, which consisted of $7.6 million
related to the Company's former corporate headquarters (see Note 7) and $4.5 million related to one of the
Company's U.S. subsidiaries closed as part of the Company’s restructuring plans (see Note 5).

Investments Carried at Cost

In 2000, the Company formed a strategic venture capital group XR Ventures, LLC (XRV), whose mission was to
direct and manage the Company’s investments in start up companies in the high technology field. The Company.
retained a majority interest in XRV with the minority interest held by its managers, Mr. James A. Knister and
Dr. Peter M. Banks. At the inception of XRV, Mr. Knister and Dr. Banks were also members of the Board of
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_ X-RITE, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—continued

Directors of X-Rite, Incorporated, positions from which they have subsequently retired. The Company funded
acquisitions made by XRV and in exchange will receive its investment back in full before any distributions are
made. Since inception, XRV has made investments in eleven different entities totaling $12.2 million. Each
investment represented less than 20 percent of the ownership of the respective investee. Because the Company is
unable to exercise significant influence over the operating and financial poll(:|es of each respective investee, the
investments were recorded at cost. :

As of January 3, 2004, all venture capital investments were fully impaired. Although XRV continues to hold
positions in several portfolio companies, no future investments will be made except where necessary to protect
an existing position.

In the first two quarters of 2005, XRV provided working capital advances totaling $0.3 million to two companies
in which it had previously invested. This new funding was made in coordination with the investees previous
third-party investors and was made to protect the Company’s ownership position in the investees. Due to
uncertainty over the timing and proceeds from the expected sale of the investees, these investments were deemed
impaired, and the appropriate charge was taken. The Company did not make any investments during 2006,

Deferred Financihg Costs

The Company capitalizes costs incurred in connection with the establishment of credit facilities and related
borrowings. These costs are amortized to interest expense over the life of the borrowing or life of the credit
facility using the straight-line method, which approximates the interest method. In the case of early debt principal
repayments, the Company adjusts the value of the corresponding deferred financing costs with a charge to
interest expense, and similarly adjusts the future amortization expense. -

Derivative Financial Instruments

The Company uses derivative financial instruments to manage exposures to movements in interest rates and
foreign exchange rates. Derivatives are not used for speculative or trading purposes.

The Company accounts for derivative financial instruments in accordance with SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities (SFAS 133), as amended. As a result the Company recognizes
derivative financial instruments in its consolidated financial statements at fair value regardless of the purpose or
intent for holding the instruments. Changes in fair values of derivatives accounted for as cash flow hedges, to the
extent they are effective hedges, are recorded in other comprehensive income. Changes in fair values of
derivatives not qualifying as hedges are reported in income.

Revenue Recognition

Revenue is recognized when earned in accordance with applicable accounting standards. Revenue from sales of
products and services is recognized when a purchase order has been received, the product has been shipped or the
service has been performed, the sales price is fixed and determinable, and collection of any resulting receivable is
probable.

For transactions involving the sale of software which is not incidental to the product, revenue is recognized in
accordance with American Institute of Certified Public Accountants (AICPA) Statement of Position (SOP)

No. 97-2, Software Revenue Recognition, as amended by SOP No. 98-9, Modification of SOP 97-2, Saoftware
Revenue Recognition, With Respect 1o Certain Transactions (SOP 98-9). The Company recognizes revenue when
there is persuasive evidence of an arrangement, delivery has occurred, the sales price is fixed or determinable and
collection is probable. In instances where an arrangement contains multiple elements, revenue is deferred related to
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X-RITE, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—continued
the undelivered elements to the extent that vendor-specific objective evidence of fair value (“VSOE”) exists for
such elements. VSOE is the price charged when the element is sold separately. Revenue for the separate elements is

only recognized where the functionality of the undelivered element is not essential to the delivered element.

Shipping and Handling

The Company records shipping and handling charged 1o customers in net sales and the related expenses in cost of
sales in the Consolidated Statements of Operations.

Adpvertising Costs

Advertising costs are charged to operations in the period incurred and totaled $0.7, $0.9 and $0.8 million in 2006,
2005 and 2004, respectively.

Income Taxes

The provision for income taxes is based on earnings reported in the financial statements. Deferred income taxes
are recognized for all temporary differences between income tax and financial statement reporting, and are
measured using the statutory tax rates expected to apply to the taxable income in the years in which those
temporary differences are expected to reverse.

Self-Insurance Reserves

The Company is self insured up to certain limits for costs associated with benefits paid under health care
programs for its domestic employees. The measurement of these costs requires the consideration of historic loss
experience and judgments about the present and expected levels of costs per claim. These costs are accounted for
through actuarial methods, which develop estimates of the undiscounted liability for claims incurred, including
those claims incurred but not reported. This method provides estimates of future ultimate claim costs based on
claims incurred as of the balance sheet date.

Other Comprehensive Income (Loss)

The components of ending accumulated other comprehensive income, net of tax, are as follows (in thousands):

2006 2005
Currency translation adjustments ........... ... $3,447 $1,721
Net unrealized loss on derivative instruments . ..............oiiivnnnene.n. (478) —
Accumulated other comprehensive income . ......... .. . i $2,969 $1,721

Stock Option Plans

At December 30, 2006, the Company has employee and outside director stock option plans which are described
more fully in Note 9.

Prior to January 1, 2006, the Company's employee and outside director share-based compensation plans were
accounted for under the measurement and recognition provisions of Accounting Principles Board (APB) Opinion
No. 25, Accounting for Stock Issued to Employees (APB 25). Under APB 25, no compensation expense was
recognized for stock options because the exercise price of the Company’s stock options equaled the market price
of the underlying stock on the date of the grant. In accordance with SFAS No. 123, Accounting for Stock-Based
Compensation (SFAS 123), the Company provided pro forma disclosures for each period as if the Company had
applied the fair value-based method in measuring compensation expense for its share-based compensation plans.
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On January 1, 2006, the Company adopted SFAS No. 123 (revised 2004), Share-Based Payment (SFAS 123(R)),
which requires the measurement and recognition of compensation expense for all share-based payment awards
made to employees and directors, including employee stock options and employee stock purchases under the
Employee Stock Purchase Plan, based on estimated fair values. The Company has elected to use the modified
prospective transition method; therefore prior periods have not been restated to reflect, and do not include, the
impact of SFAS 123(R). In March 2005, the Securities and Exchange Commission issued Staff Accounting
Bulletin No. 107 (SAB 107}, which provides supplemental implementation guidance for SFAS 123(R). The
Company has applicd the provisions of SAB 107 in its adoption of SFAS 123(R). See Note 9 to the consolidated
financial statements for information on the impact of the Company’s adoption of SFAS 123(R) and the
assumptions used to calculate the fair value of share-based employee compensation.

Per Share Data

Basic earnings per share (EPS) is computed by dividing net income by the weighted-average number of common
shares outstanding in each year. Diluted EPS is computed by dividing net income by the weighted-average
number of common shares outstanding plus all shares that would have been outstanding if every potentially
dilutive common share had been issued. The following table reconciles the numerators and denominators used in
the calculations of basic and diluted EPS for each of the last three years:

2006 2005 2004
Numerators:
Net income (loss) numerators for both basic and dituted EPS
(in thousands) ........... e e $ (25491 % 11,052 §$ 12,424
Denominators:
Denominators for basic EPS
Weighted-average common shares outstanding . ............ 24,865,373 21,150,009 20,770,194
Stock Oplions . ... ... .. e —_ 268,895 338,515
Denominators fordituted EPS . . ............ ... ... ...... 24,865,373  21,418904 21,108,709

Dilutive potential shares consist of employee stock options and restricted common stock awards. The number of
stock options and awards that were not included in the diluted eamings per share calculation because the effect
would have been anti-dilutive was approximately 1,615,000 in 2006, 1,220,000 in 2003, and 609,000 in 2004.

Foreign Currency Translation

Most of the Company’s foreign operations use the local currency as their functional currency. Accordingly,
foreign currency balance sheet accounts are translated into U.S. dollars at the exchange rate in effect at year-end,
and income statement accounts are translated at the average rate of exchange in effect during the year. The
resulting translation adjustments are recorded as a component of accumulated other comprehensive income in the
Consolidated Statements of Shareholders’ Investment. Gains and losses arising from re-measuring foreign
currency transactions into the functional currency are included in the determination of net income. Net realized
and unrealized losses from re-measurement of foreign currency transactions were $0.7, $0.1, and $0.3 million for
2006, 2005 and 2004, respectively.

Use of Estimates

The preparation of the Company’s consolidated financial statements requires the use of estimates and assumptions
that affect the reported amounts of assets and liabilities, the reported amounts of revenues and expenses and the
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disclosure of contingent liabilities. Management makes its best estimate of the ultimate outcome for these items
based on the historic trends and other information available when the financial statements are prepared. Changes in
estimates are recognized in accordance with the accounting rules for the estimate, which is typically in the period
when new information becomes available to management. Actual results could differ from those estimates,
however, management believes that any subsequent revisions to estimates used would not have a material effect on
the financial condition or results of operations of the Company.

New Accounting Standards

In November 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 151, Inventory Costs
(SFAS 151), which amends Accounting Research Bulletin No. 43 chapter 4, Inventory Pricing. This statement
clarifies that abnormal amounts of idle facility expense, freight handling costs and wasted materials (spoilage)
should be recognized as current-period charges and requires the allocation of fixed production overhead to
inventory based on the normal capacity of production facilities. The provisions of SFAS 151 were required to be
applied for fiscal years beginning after June 15, 2005. As such, the Company was required to adopt the
provisions of SFAS 151 as of January 1, 2006. The implementation of SFAS 151 did not have a material effect
on its consolidated financial statements.

In Juty 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an
interpreiation of FASB Statement No. 109 (FIN 48), which clarifies the accounting for uncertainty in tax positions.
Under FIN 48, the tax effects of a position should be recognized only if it is “more likely than not™ to be sustained
solely on its technical merits as of the reporting date. FIN 438 also requires significant new annual disclosures in the
notes fo the financial statements. The effects of adjustments at adoption should be recorded directly to beginning
retained earnings in the period of adoption and reported as a change in accounting principle. Retroactive application
is prohibited under FIN 48. The gutdance in FIN 48 is required to be applied in fiscal years beginning after
December 15, 2006. As such the Company is required to adopt FIN 48 beginning January 1, 2007. The Company is
currently evaluating the impact of FIN 48 on its consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, (SFAS 157). SFAS 157 defines
fair value and establishes a framework for measuring fair value in order to increase consistency in how fair value
is measured under various existing accounting standards. SFAS 157 also expands financial statement disclosure
requirements about the Company’s use of fair value measurements. SFAS 157 is effective for fiscal years
beginning after November 15, 2007. The Company is currently evaluating the impact of SFAS 157 on its
consolidated financial statements.

In September 2006, the FASB adopted SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans, an amendment of FASB Statements No. 87, 106, and 132(R), (SFAS 158). SFAS 158
requires companies 10 recognize a net asset or liability and an offsetting adjustment to accumulated other
comprehensive income o report the funded status of defined benefit pension and other postretirement benefit
plans. SFAS 158 is effective for fiscal years ending after December 15, 2006. The Company adopted SFAS 158
as of December 30, 2006, The net asset related to the Company’s Swiss defined benefit pension plan is recorded
on the balance sheet as of December 30, 2006. The cumulative effect of adopting SFAS 158 was not significant.

Reclassifications

Certain prior year information has been reclassified to conform to the current year presentation.
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NOTE 3—SHORT-TERM INVESTMENTS

In June 2006, the Company liquidated its investment portfolio to provide funding for its acquisition of Amazys
Holding AG, as more fully described in Note 4, Prior to this liquidation, the Company classified its short-term
investments as available-for-sale securities. Such short-term investments consisted primarily of tax free variable
rate demand notes, which were stated at market value with unrealized gains and losses on such securities
reflected net of tax as accumulated other comprehensive income in shareholders’ investment. Realized gains and
losses were included in income and were derived using the specific identification method for determining the
cost of the securities. These gains and (losses) were nominal in 2006 and in 2004, and totaled ($0.5) million in
2005. Other investment income recognized in the Consolidated Statements of Operations from these investments
totaled approximately $0.2 million and $0.3 million for the years ended December 30, 2006 and December 31,
2005, respectively. Other investment income recognized in 2004 was nominal.

The carrying value of the Company’s short-term investments at December 31, 2005 was as follows (in
thousands):

Unrealized Market

Cost Loss Value
State and municipal securities ............................. $14,854 $— $14,854
Preferred stocks ...... ...ttt e 10 (D 9

$14,864 $ (D $14,863

NOTE 4—ACQUISITIONS
Amazys Holding AG

On July 5, 2006, the Company consummated its exchange offer (the “Offer”) for all publicly held registered
shares of Amazys Holding AG (“Amazys”), a listed company incorporated in Switzerland. Amazys is a color
management solutions company that develops, markets, and supports hardware, software and services to measure
and communicate color for the imaging and media, photography, digital imaging, paints, plastics, apparel,
textiles, and automotive industries. The Company believes the combining of X-Rite and Amazys will result in
significant benefits to the Company including creating a global market leader in the color industry, accelerating
technological innovation, and building the strongest talent pool in the industry.

In the Offer, the Company acquired an aggregate of 3,422,492 Amazys shares, representing approximately 99.7%
of the shares outstanding on a fully diluted basis. On January 31, 2007, the Company completed the compulsory
acquisition process under Swiss law whereby, each Amazys share that remained outstanding was cancelled and
converted into the right to receive the Offer consideration. Pursuant to the terms of the Offer, the Company paid
2.11 shares of its common stock and 77 Swiss Francs (CHF) in cash for each tendered Amazys share.

The following table summarizes the aggregate consideration paid for the acquisition, with a reconciliation to the
total net assets acquired {in thousands):

Cash consideration for Amazys common sharestendered ........................... $215,260
raANSACHION COSBS .« o ittt ettt e ettt e et e e e et et e e e e s 9424
Total cash CONSIAEration . . ... ... ittt it e it et c e et i anans 224,684
Fair value of X-Rite stock (7,221,458 shares) ....... ... . ... . . i, 81,169
Accrual for Amazys sharesnotyettendered ...... ... ... .. ... ... .. oLl 797
Total acquisition consideration ......................... e e $306,650
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NOTE 4—ACQUISITIONS—continued

The cash consideration exchanged for Amazys shares consisted of existing cash, the issuance of new debt
totaling $205.0 million and cash of $2.1 million derived from the settlement of a derivative financial instrument
associated with the transaction. Total cash acquired with the Amazys purchase was $29.2 million; of which $17.5
was used to pay down long-term debt incurred for the acquisition. The fair value of shares issued was determined
based upon closing market price on the date of the acquisition,

Assets acquired and liabilities assumed in the acquisition were recorded on the Company’s Consolidated Balance
Sheets based on their estimated fair values as of the date of the acquisition. The results of operations of Amazys
have been included in the Company’s Consolidated Statements of Operations since the date of the acquisition,
The excess of the purchase price over the estimated fair values of the .underlying assets acquired and liabilities
assumed was allocated to goodwill. The purchase price allocation is preliminary and a final determination of
required purchase accounting adjustments will be made upon finalization of asset valuations and tax structuring
decisions, as well as the completion of the integration process. Revision to the fair values, which may be
significant, will be recorded by the Company as further adjustments to the purchase price allocation. The
following table summarizes the estimated fair values of the assets acquired and liabilities assumed on July 5,
2006 (in thousands):

CUITERL ASSBLS o .\ vttt st e ettt s e eia e s e tien s st e na e enenannnas - $.79,878
Property, plant and equipment . ........ ... . ... ... 9,735
Goodwill ... e e 193,961
Identifiable intangible assets _

Customer relationships (estimated useful livesof 2—7 years) . .................... 3,963

Trademarks and trade names (estimated useful lives of 5~ 10years) ............... 4410

Technology and patents (estimated useful livesof 3 -7 years) .................... 51,695

Covenants not to compete {estimated useful life of 2 years) ................. e 808

Acquired in-process Research and Development (IPR&D) . .. .. e 11,107

Total intangible assets ......... ... ... ... .. ... e 78,073

Otherassets ............... e e e e e e e R 4643
Total assets acquired ........ S S PP 366,290
Current Habilities . . ..ot e e e (34,479
Long-term Habilities .. ... ... . i et e (25,161)
Total liabilities assumed ........................ S PR £9,640)
Net assets acquired ............... e e e $306,650

As part of the purchase price atlocation, an adjustment of $4.9 million was recorded to reflect the fair value of
inventory at the date of the acquisition. Based on the average rate at which inventory turns, this adjustment was
fully expensed through cost of sales during the quarter ended September 30, 2006.

The identifiable intangible assets are amortized on a straight-line basis over their expected useful lives. The total
weighted average amortization period for these intangible assets is 7 years. The acquired IPR&D intangible
assets of $11.1 million were written off at the date of acquisition as technological feasibility had not been
established and no future alternative uses existed. The IPR&D write off was included in a separate line on the
Company’s Consolidated Statements of Operations. The value of the IPR&D was determined uuhzmg the
income approach by determining cash flow projections related to the projects.
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As of December 30, 2006, the Company had not completed its analysis of the income tax matters and elections
related to the Amazys acquisition and, therefore, has not determined to what extent deferred income taxes need to
be established for temporary differences existing between the basis of assets and liabilities for financial reporting
and income tax purposes. Such amounts, if any, will resuit in an adjustment to goodwill as preliminarily
recorded.

In connection with the Amazys acquisition and as part of the purchase price allocation, the Company recorded
liabilities of $5.5 million related to involuntary terminations and relocation of certain Amazys employees, and
$1.3 million related to facility closure costs. As integration plans are finalized, these liabilities may be increased
or decreased with the offset recorded in goodwill. -

The following unaudited pro forma information assumes the Amazys acquisition occurred as of the beginning of
each of the periods presented. The pro forma information contains the actual combined operating results of
X-Rite and Amazys with the results prior to the acquisition date, adjusted to reflect the pro forma impact of the
acquisition occurring at the beginning of the period. Pro forma adjustments include the effect of adjusting
inventory to fair value as part of the purchase price allocation, the amortization of acquired intangible assets, and
the interest expense on debt incurred to finance the transaction. The Company also recognized a charge of $11.1
million related to the immediate write off of acquired in-process R&D. That charge has been included in each pro
forma period presented as if the write-off occurred at the beginning of that period. The pro forma results are not
necessarily indicative of what actualty would have occurred had the acquisition been in effect for the years
presented (in thousands, except per share data):

20061} 2005
ReVENUE . . . oo e e $235923  $245927
Nt 0SS v vt v ettt s e et e e e (42,288) (15,041)
Basicloss per share ..................uuriiiiirnnnnsnns $ 132y §  (53)
Diluted loss pershare . ... ... i $ 032 § (53

(1} The Company incurred integration and restructuring charges of $19.5 million in 2006 that were not included
in the 2005 pro-forma results. See Note 5 for further discussion of restructuring and integration. Also
included in the 2006 pro-forma results were $7.4 million of acquisition related costs incurred by Amazys
prior to the acquisition. These costs were not included in the 2005 pro-forma results.

NOTE 5—RESTRUCTURING AND INTEGRATION
Restructuring

During 2006, the Company executed restructuring actions relating to the integration of Amazys. The Company’s
plan to integrate the two businesses includes closure of duplicate facilities, elimination of redundant jobs, and
consolidation of product lines. The restructuring plan includes estimated workforce reductions of approximately
63 employees, 56 of which have been completed as of December 30, 2006, facility closures of approximately
106,000 square feet, various asset write-downs, and other restructuring charges related to consulting and legal
fees. The work force reductions include approximately $5.7 million related to the former CEQ’s estimated
contract settlement. Asset write-downs include inventory, tooling, capitalized software, and other intangible asset
write-downs directly related to discontinued product lines. Of these asset write-downs, $6.2 miltion was
classified as a component of cost of sales, while all other restructuring charges were included in a separate
restructuring line within operating expenses on the statements of operations.

The majority of the remaining restructuring activities are expected to be completed during 2007; however, certain
of the associated payments will extend beyond 2007, primarily due to longer-term severance. Additional
restructuring expenses may be necessary as the integration progresses.
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The following table summarizes the expected, incurred and remaining costs for the 2006 restructuring plans {in
thousands):

Facility Exit
Asset and Lease
Write Termination

Severance  Downs Costs Other Total
Expected COStS ... ..ot $9204 $6976  $1,575 $462 $ 187217
Costs accrued through December 30,2006 . ............ (8,895) (6,843) —_ 407y (16,145)
Remaining estimated costs at December 30, 2006 ....... $ 309 $ 133  $1,575 % 55 % 207

The remaining estimated asset write down costs represent capitalized software amortization to be taken through
the date the related products will be discontinued.

As of December 30, 2006, no costs to exit facilities have been recorded as these facilities were still in use. The
following table summarizes the severance accrual balances and utilization for 2006 restructuring actions (in
thousands):

Facility Exit
Asset and Lease
Write Termination

Severance Downs Costs Other Total
Net pre-tax restructuring charges ..................... $ 8895 §6,843 $— $407 816,145
Amounts paidor utilized .......... ... ... .. ... ... (2,379)  (6,843) — 407 (9,629)
Balance at December 30,2006 .. .. ..o i $6516 § — $— $— § 6516

Integration

Incremental costs incurred related to the integration of Amazys that do not qualify as restructuring under the
provisions of SFAS 146, Accounting for Costs Associated with Exit or Disposal Activities, have been included in
a separate line on the Company’s Consolidated Statements of Operations titled “Integration”. These costs include
costs related to personnel working fulltime on integration work, integration related travel, and outside
consultants” work on strategic planning and culture and synergy assessments. All costs included in this caption
were solely related to the integration and do not include normal business operating costs. Integration costs for the
year ended December 30, 2006 totaled $3.3 million.
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NOTE 6—GOODWILL AND OTHER INTANGIBLE ASSETS

A summary of changes in goodwill for the years ending December 30, 2006 and December 31, 2005, is as
follows (in thousands):

January 1, 2005 ... e e 3 7432
ACQUISIHIONS . ..ottt e e e 1,689
Foreign currency adjustments ........ ... ... .. ... ..ol (170)
December 31, 2008 . ... . . e e 8,951
ACQUISITIONS L.ttt et et e e e 193,961
Foreign currency adjustments .............veumenniaaana i 189
December 30, 2006 . ...ttt e s $203,101

The Company recorded $194.0 million of goodwill and $78.1 million in intangible assets in connection with the
Amazys acquisition (see Note 4 for further discussion).

In connection with its 2003 acquisition of Monaco Systems, Inc., the Company made final cash and stock
payments of $1.7 million in 2005, as required in the purchase agreement. These payments were recorded as
additional goodwill.

The following amounts were included in other intangibles as of December 30, 2006 and December 31, 2003, (in
thousands):

2006 2005

Accumulated Accumulated

Assets Amortization Assets Amortization
Technology and patents . ............oviiinneeronnnnnn.. $52,633  $(4.492) 3% 936 $ (529)
Customer relationships .. ....... ... ... .. ... ... . oL 13,043 (2,023) 3,080 (748)
Trademarks andtradenames . ............. v ienevenanannn. 5,428 (1,307) 1,016 (209)
Covenants nottocompete .. . .......... ...t . 1,570 (709) 666 (337)
Total .. i e e e $72,674 $(8,531)  $5,698 $(1,823)

As discussed in Note 2, the Company accounts for goodwill and other intangible assets in accordance with
SFAS 142, which requires the Company to test the carrying value of goodwill for impairment at the reporting
unit level annually, or more frequently if a triggering event occurs. As a matter of practice, the Company
performs the required annual impairment testing during the fourth quarter of each fiscal year. The annual testing
performed for the last three fiscal years indicated the fair value exceeded the recorded carrying value of the
Company's reporting units and accordingly no goodwill impairment charge was required for the years ending
December 30, 2006, December 31, 2005, and January 1, 2005.

SFAS 142 also requires that intangible assets with determinable useful lives be amortized over their respective
estimated useful lives and reviewed annually for impairment in accordance with SFAS 144, As a result of the
product integration related to the Amazys acquisition, and in accordance with the provisions of SFAS 144, the
balance of $0.7 million in trademarks and trade names related to the Monaco Systems, Inc. acquisition were
deemed fully impaired and written off during the third quarter of 2006. As the impairment was a direct result of
product integration related to the Amazys acquisition, the charge was included in the Restructuring line on the
Company’s Consolidated Statements of Operations (see Note 5 for further discussion).
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NOTE 6—GOODWILL AND OTHER INTANGIBLE ASSETS—continued

The acquired IPR&D intangible assets of $11.1 million recorded as part of the Amazys acquisition were written
off at the date of acquisition because technological feasibility had not been established and no future alternative
uses existed at that date. The write-off was included in a separate line in the Company’s 2006 Consolidated
Statements of Operations.

Amortization expense is computed principally using the straight-line method over the estimated useful lives of
the intangible assets as follows: :

Customer relationships .......... ... .. 2 to 15 years
Trademarks and trade names . .. ... ... ... ... ... L i, 5to 15 years
Technology and patents ... ...ttt eenns 3to 10 years
Covenantsnottocompete . ............. ittt inennnnnnnnnnn. 2to 5 years

Amortization expense was $6.0 million for 2006, excluding the $0.7 million impairment charge related to the
Monaco Systems acquisition discussed above. Amortization expenses of $0.7 and $0.6 million were recorded for
2005 and 2004, respectively. Estimated amortization expense for intangible assets for each of the succeeding five
years is as follows (in thousands):

2007 . $11,276
2008 e e 10,569
2000 .. e e e 9,413
L 8.962
200 8,961

NOTE 7—SHORT-TERM BORROWINGS AND LONG-TERM DEBT

Prior to July 1, 2006, the Company maintained a revolving line of credit agreement with a bank, which provided
for maximum borrowings of $25 million with variable interest at LIBOR plus 75 to 100 basis points as defined in
the agreement. Borrowings under this facility were unsecured and no compensating balances were required under
the agreement. This agreement was terminated and replaced by a new revolving line of credit in conjunction with
the Amazys acquisition.

In the first quarter of 2006, the Company incurred short-term borrowings of $13.5 million under its former
revolving line of credit in connection with the acquisition of its new corporate headquarters and manufacturing
facility in Grand Rapids, Michigan. This loan was converted to a mortgage loan in June 2006, secured by the
Company's existing headquarters and manufacturing facility in Grandville, Michigan. The mortgage requires
monthly interest payments based on LIBOR plus 1.75% with the principal balance due in full in March 2007. On
September 14, 2006, the Company entered into an Agreement of Purchase and Sale to sell the Grandville facility
for $14.0 million with a transaction closing anticipated no later than October 2007, If the closing occurs after
March 2007, the Company intends to extend its mortgage through the closing date.

In connection with the Amazys acquisition, the Company entered into secured senior credit facilities which
provide for aggregate principal borrowings of up to $220 million and replaces the Company’s previous
line-of-credit. The credit facilities consist of a $160 million first lien loan which is comprised of a $60 million
seven-year term loan and a $40 million five-year revolving line of credit, and a $60 million six-year term second
lien Joan. Obligations under these credit facilities are secured by the tangible and intangible assets of the
Company. Both facilities provide variable interest rate options from which the Company may select. As of
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NOTE 7—SHORT-TERM BORROWINGS AND LONG-TERM DEBT—continued

December 30, 2006, the Company has selected the three month LIBOR rate plus 225 and 500 basis points for
most of the first and second lien facilities, respectively, as its primary interest rate index. Interest payments are
due quarterly for LIBOR based loans. A small portion of the credit facilities are tied to the prime rate and require
monthly interest payments.

As of December 30, 2006, the Company had $12.0 million drawn against the revolving line of credit. Further
draws on the $40 million revolving line of credit will be restricted to a total outstanding balance of $26.5 million
until such time that the mortgage loan on the Company’s Grandville, Michigan facility is repaid in full. The
unused portion of the revolving credit facility is subject to a fee of 0.5% per annum.

In September 2006, the Company entered into interest rate swap agreements to fix a substantial portion of its
LIBOR exposure (See Note & for further discussion),

The Company recorded $7.5 million of deferred financing costs in connection with the secured senior credit
facilities during 2006. These costs are being amortized over the lives of the related facilities. The remaining
unamortized balance as of December 30, 2006 was $6.9 million.

The Company had no long-term debt as of December 31, 2005. As of December 30, 2006, the Company’s long-
term debt consisted of the following {in thousands):

First Lien Faci ity . ..o i e e e e $119,400
Second Lien Facility . . .. ..o i e e e, 60,000
Revolving Line Of Credit . . . .. ... L i it it e 12,000
191,400
Less CUrrent POMON . . . . . ...ttt et e e (1,200)
Total long-term debt . . ... ... e e $190,200

The Company’s credit facilities bear interest at variable rates ranging from 7.13 to 10.37 percent with a weighted
average rate of 8.42 percent at December 30, 2006, exclusive of amortization of deferred financing costs. Total
interest expense incurred by the Company in 2006 was $8.8 million, including $0.6 million of amortization of
deferred financing fees. In addition, $0.8 million of interest was capitalized related to renovations of the
Company’s new corporate headquarters. Cash paid for interest during 2006 totaled $7.7 million. During 2006, the
Company repaid $19.6 million against its First Lien Credit Facility and Revolving Line of Credit,

The aggregate amount of long-term debt maturing in the next five years is as follows (in thousands):

First Lien Second Lien Revolving
Credit Facility Credit Facility Line of Credit Total
2007 . e 5 1,200 8 — $ — $ 1,200
2008 ... e 1,200 — —_ 1,200
2009 . .. e 1,200 — — 1,200
20010 . e 1,200 — — 1,200
2000 e 1,200 — 12,000 13,200
Thereafter ...... .. .coeiiii it et 113,400 60,000 — 173,400

$119,400 $60,000 $12,000  $191,400
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NOTE 7—SHORT-TERM BORROWINGS AND LONG-TERM DEBT—continued

The credit facilities contain certain operational and financial covenants regarding the Company’s ability to create
liens, incur indebtedness, make certain investments or acquisitions, enter into certain transactions with affiliates,
incur capital expenditures beyond prescribed limits, and meet certain financial ratios. The Company was in
compliance with al! covenants as of December 30, 2006,

NOTE 8—DERIVATIVE FINANCIAL INSTRUMENTS
Foreign Currency Forward Contracts

The Company utilized foreign currency forward exchange contracts to manage the variability associated with the
cash requirements associated with the acquisition of Amazys. These contracts had a notional value of CHF

260.1 million ($210.3 million USD) and were not designated as hedges as they did not meet the criteria specified
by SFAS 133. The contracts expired on July 5, 2006, the date of the acquisition, in a net gain position of

$2.1 million, which was recorded as a component of other income in the consolidated statements of operations.

Interest Rate Swaps

In September, 2006, the Company entered into four floating to fixed interest rate swap agreements with a
combined notional amount of $153.0 million, each designated as cash flow hedges of the outstanding borrowings
of the Company. These agreements result in the Company paying or receiving the difference between three
month LIBOR and fixed interest rates at specified intervals, calculated based on the notional amounts. The
interest rate differential to be paid or received is accrued as interest rates change and is recorded as interest
income or expense. The effective portion of the change in the fair value of each swap transaction is recorded in
other comprehensive income, net of deferred tax expense. The ineffective portion of the change in fair value, if
any, is recognized in current period earnings in general and administrative expenses. The fair value of the interest
rate swaps at December 30, 2006 was a liability of $0.5 million (net of deferred taxes of $0.2 million), and was
recorded in both current and long-term other accrued liabilities, depending on the expiration date of the
underlying instrument. During 2006, the Company received net interest settlements on these contracts of

$0.1 million, and the impact of interest accruals on these instruments was not matenal.

At December 30, 2006, inierest rate swap contract details were as follows (in thousands):

Notional Floating Fixed
Expiration Pate Amount LIBOR Rate Rate
June, 2007 ..o $24,900 3.366% 5.436%
June, 2008 ........ ..ol 32,500 5.366% 5.260%
June, 2009 ....... ... ...l 42,500 5.366% 5.188%
June, 2010 ........... ... ... ... 53,100 5.366% 5.185%

The counterparty to all of the Company’s derivative financial instruments is a major financial institution with
which the Company also has other financial relationships. The counterparty exposes the Company to credit loss
in the event of non-performance. If the counterparty fails to meet the term of the agreement, the Company’s
exposure is limited to the net amount that would have been received, if any, over each agreement’s remaining
life. The Company does not anticipate non-performance by the counterparty given their high credit ratings, and
no material loss would be expected from non-performance by the counterparty.
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Description of Share-Based Compensation Plans

Employee Stock Purchase Plan—The Company may sell up to one million shares of common stock to its
employees under an employee stock purchase plan. Eligible employees whao participate purchase shares quarterly
at 85 percent of the market price on the date purchased.

Cash Bonus Conversion Plan—The Company had a Cash Bonus Conversion Plan that expired in 2005 after share
purchases with 2004 bonuses payments were completed and was not renewed. This plan, which was allotted up
to 400,000 shares of the Company’s common stock, provided an opportunity for certain executives of the
Company to purchase restricted stock at 50 percent of market value, up to an amount equal to their annual cash
bonus. Shares were issued in the name of the executive, who maintained all rights of a shareholder, subject to
certain restrictions on transferability and a risk of forfeiture. The forfeiture provisions lapse by 20 percent after
six months and an additional 2() percent annually thereafter. The difference between the purchase price and the
fair value of the restricted stock at the date of purchase for shares subject to forfeiture provistons is charged to
expense as the forfeiture provisions lapse.

Stock Option and Restricted Stock Plan—The Company has a stock incentive plan covering 3.5 million shares of
common stock. This plan became effective on June 30, 2006, and replaced the Company’s previous option and
restricted stock plans. The new plan permits stock options, stock appreciation rights, restricted stock awards, and
restricted stock units to be granted to employees, the Company’s Board of Directors, and consultants and
advisors to the Company. Stock options and restricted stock awards have been granted under this plan, Stock
options are granted with an exercise price equal to market price on the date of grant and are exercisable based on
vesting schedules determined at the time of grant, which range from immediate to three year vesting. No options
are exercisable later than ten years after the date of grant. Restricted shares awarded under this plan entitle the
shareholder to all rights of common stock ownership except that the shares may not be sold, transferred, pledged,
exchanged, or otherwise disposed of during the restriction pericd. The restriction period is determined by a
committee appointed by the Board of Directors and range from immediate to four years.

Valuation of Share-Based Compensation

Vaiuation and Amortization Method—The Company estimates the fair value of stock options granted using the
Black-Scholes optien-pricing model. Restricted stock awards are valued at opening market price on the date of
grant. Options and awards either cliff vest or are subject to graded vesting based upon either service or
performance conditions. Compensation expense related to options and awards is recognized over their requisite
service or performance periods, which are the same as their vesting periods. Compensation expense for shares
issued under the Employee Stock Purchase Plan is recognized for 15 percent of the market value of shares
purchased, in the quarter to which the purchases relate,

Expected Term—Expected term estimates for employee options are based upon prior exercise, cancellation, and
expiration history, which the Company believes to be representative of future behavior, The Company has
considered the effects of analyzing expected term separately for different groups of employees, and has
concluded that historical exercise patterns are not significantly different between groups. Therefore, one expected
term is used for all employee options.

Expected Volatility—The expected volatility is based upon historical volatility of the Company’s stock for a
period of time equivalent to that of the expected term of the option. Consideration is given to unusual factors that
might cause the historical period to be unrepresentative of future expectations.

Risk-Free Interest Rate—The risk-free interest rate is based on the U.S. Treasury yield in effect at the time of
option grant for zero-coupon issues with terms equivalent to the expected term of the options.
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Dividends—The Company’s dividend yield is calculated as the percentage of dividends issued on shares relative
to the average market price of those shares and is calculated over an historical period equivalent to that of the
expected term of the option.

Forfeitures-—The Company applies an estimated forfeiture rate to options as they vest. SFAS 123(R) requires
forfeitures to be eslimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures
differ from those estimates. Forfeitures are estimated based on historical experience. In the Company’s pro forma
information required under SFAS 123 for the periods prior to fiscal 2006, the Company accounted for forfeitures
as they occurred.

Accuracy of Fair Value Estimates—The Black-Scholes model is a trading option-pricing model that does not
consider the non-traded nature of employee stock options, the restrictions on trading, tack of transferability or the
ability of the employees to forfeit options prior to expiration. If the model adequately permitied consideration of
these characteristics, the resulting stock option valuations may be different. In addition, the valuation model
relies on subjective assumptions that can materially affect the estimated value of options and it may not provide
an accurate measure of the fair value of the Company’s stock options.

The Company used the following assumptions in valuing employee options granted during 2004, 2005, and 2006:

2006 2005 2004
Dividendyield ....... .. ... . .. 1.0% 09%-1.0% 10%-1.2%
Volatility . ... ..o e 56% ~58% 43%-52% 55%-58%
Risk—freeinteresSt rates .. ...t iiinnnvnnenn. 4.5%-52% 3.6%-39% 3.1%-38%
Expected term of options . .......... .. . ... il 7 years 6 years 5 - 6 years

Impact of Adoption of SFAS 123(R)

Prior to January 1, 2006, the Company's employee and outside director share-based compensation plans were
accounted for under the measurement and recognition provisions of APB 25. Under APB 25, no compensation
expense was recognized for stock options because the exercise price of the Company’s stock options equaled the
market price of the underlying stock on the date of the grant. In accordance with SFAS 123, the Company
provided pro forma disclosures for each period as if the Company had applied the grant date fair value method in
measuring compensation expense for its share-based compensation plans.

On January 1, 2006, the Company adopted SFAS 123(R), Share-based Payment, which requires the measurement
and recognition of compensation expense for all share-based payment awards made to employees and directors,
including employee stock options and employee stock purchases undér the Employee Stock Purchase Plan, based
on estimated fair values. The Company has elected to use the modified prospective transition method; therefore
prior periods have not been restated to reflect, and do not include, the impact of SFAS 123(R).
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The following table reflects the impact of the adoption of SFAS 123(R) on the Company’s operations and
earnings per share due to the expensing of options granted and purchases under the Employee Stock Purchase
Plan during 2006 (in thousands).

2006
Additional share-based compensation expense before income taxes ............ $1,431
Income tax benefit . ... . ... i e e (230)
Reduction in net income due to share-based compensation expense . ............ $1,201
Increase of net loss per share :
BasiC .« it e e e e $ .06
Diluted ... e $ 06

Prior to the adoption of SFAS 123(R}, the Company presented unecamed compensation as a separate component
of shareholders’ investment. In accordance with SFAS 123(R), on January 1, 2006 the Company reclassified the
balance in unearned compensation to additional paid-in capital on the balance sheet.

Prior to the adoption of SFAS 123(R), the Company presented tax benefits for deductions resulting from the
exercise of stock options as operating cash flows in the Consolidated Statements of Cash Flows. SFAS 123(R)
requires the cash flows resulting from the tax benefits for tax deductions in excess of the compensation expense
recorded for those options (excess tax benefits) to be classified as financing cash flows. For the year ended
December 30, 2006, excess tax benefits were nominal and, therefore, were not shown as a separate financing
activity in the Consolidated Statements of Cash Flows.

Pro Forma Information Under SFAS 123 for Periods Prior to Fiscal 2006

As discussed in Note 2, prior to January 1, 2006, the Company accounted for share-based employee
compensation under APB 25, therefore no compensation expense was recognized for stock option activities or
shares issued under the Employee Stock Purchase Plan. Had compensation expense for the Company’s share-
based compensation plans been determined based upon the fair value at the grant dates, consistent with SFAS
123, the Company’s net income and net income per share prior to the adoption of SFAS 123(R) would have been
as follows (in thousands):

2005 2004

Net Income

Net Income—as reported . ... . .. i e $11,052 $12424

Deduct: Share-based compensation expense, fair value method (net of income tax) .. .. (2,120) (1,205)

Pro forma net inCOME . ... ... . e $ 8932 $11.219
Basic net income per share

ASTEPOItEd ... e e e § 52 %8 .60

3 o o) 1 - § 42 § 54
Diluted net income per share

A rePOTIEd . . e $ 52 % 59

PrO oA L e e e $ 42 % 53
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On December 27, 2005, the Board of Directors of the Company approved the acceleration of vesting for unvested
and out of the money {exercise price above current market price) stock options. There were no unvested options
that were in the money at that date. As a result of this action, options to purchase 396,000 shares of common -
stock, that otherwise would have vested in 2006 and 2007, became fully vested. The decision to accelerate the
vesting of these oprions was made primarily to reduce non-cash compensation expense that would have been
recorded in future periods following the Company’s adoption of SFAS 123(R). As a result of this vesting
acceleration, the Company will reduce its non-cash compensation expense related to these options by
approximately $0.8 million {pre-tax) in the aggregate over the Company’s 2006 and 2007 fiscal years, based on
estimated value calculated using the Black-Scholes option-pricing model. The remaining pro-forma
compensation expense under SFAS 123 relating to these early vested options was recognized in 2005 for the
pro-forma disclosures presented above.

Stock Option and Award Activity and Share-Based Compensation Expense
Restricted Stock Awards '

Activity under the Company’s Restricted Stock Plan for 2006 was as follows:

Weighted
Average

Grant Date

Shares Fair Value
Unvested batance atJanuary 1, 2006 . .. ... .. ... i i e 38,790 $12.59
6] Y11= U OO 137,210 10.86
VESEE . . ot e e e e e e (51,720) 12.53
Forfeited . .o e e s (500) 7.00
Unvested balance at December 30,2006 . ... ..o 123,780  $10.72

The total fair value of shares vested, determined as of the release date, during the year ended December 30, 2006
approximated $0.6 million. During the years ended December 31, 2005 and January 1, 2005, the weighted
average grant date fair value of awards issued was $10.31 and $15.52 per share, respectively, and the total fair
value of shares vested, determined as of the release date, was not significant.

Stock Options

Activity under the Company’s stock option plans for 2006 was as follows:
Weighted
Average

Weighted Remaining  Aggregate
Average Contractual Intrinsic

Exercise Term Value
Shares Price (years) (thousands)

Outstanding at January 1,2006 ...........ooverneenennn.. 2,111,461  $12.26 '
Granted . ... e e e 489,827 11.20

Exercised . ... i e e (62,503) 8.21

FOMEHEd © .\ v vt s e e e e e e e e (20,830) 11.50

Expired ... . ... (187,500) 15.67

Quistanding at December 30,2006 ....................... 2,330,455 $11.88 573 $3,797
Vested and expected 1o vest at December 30,2006 ........... 2,311,278 §$11.89 5.70 $3,778
Exercisable at December 30,2006 ............... ... ...... 1,901,854 $12.01 4.89 $3,366
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The aggregate intrinsic value of options outstanding as of December 30, 2006, was calculated as the difference
between the exercise price of the underlying options and the market price of the Company’s common stock for
options that were in-the-money as of that date. Options that were not in-the-money as of that date, and therefore
have a negative intrinsic value, have been excluded from this figure.

The weighted average grant date fair value of options granted during the year ended December 30, 2006, was
$6.33 per share. The total intrinsic value of options exercised, determined as of the exercise date, during the same
period was $0.2 million. During the years ended December 31, 2005 and January 1, 2005, the weighted average
grant date fair value of options granted was $7.46 and $5.78 per share, respectively, and the total intrinsic value
of options exercised, determined as of the exercise date, was $1.0 million and $1.6 million, respectively.
Share-Based Compensation Expense '

Total share-based compensation expense recognized in the Consolidated Slalemenls of Operations for the year
ended December 30, 2006 was as follows (in thousands)

2006
StOCK OPHONS ... e et e e L 51,242
Restricted stock . ... . 426
Employee stock purchaseplan . .......... ... ... . i i 60
Cashbonusconversionplan . ...........oo ittt 180
1,908

Accelerated vesting related to restructuring activities:
StOCK OPLIONS .. ..t e e 128
Restricted stock .. .. ... . 771
Cashbonusconversion plan . ......... ... ittt 117
1,016
Total share-based compensationexpense ............ ... iiiiniinnn. $2,924

All share-based compensation expense was recorded in the Consolidated Statements of Operations in the line in
which the salary of the individual receiving the benefit was recorded. The total income tax benefit recognized
related to this compensation was $0.5 million for the year ended December 30, 2006, As of December 30, 2006,
there was unrecognized compensation cost for non-vested share-based compensation of $1.5 million related to
options and $0.5 million related to restricted share awards. These costs are expected to be recognized over
remaining weighted average pertods of 1.43 and 1.56 years, respectively.

Cash received from options exercised during 2006, was $0.5 million. The tax benefit that was recognized related
to options exercised in 2006 was $0.1 million.

NOTE 10—EMPLOYEE BENEFIT PLANS

401(k) Retirement Savings Plans

The Company maintains 401(k) retirement savmgs plans for the benefit of substantially all full time U.S.
employees. Investment decisions are made by individual employees. Investments in Company stock are not
allowed under the plans. Participant contributions are matched by the Company based on applicable matching
formulas. The Company’s matching expense for the plans was $1.0, $0.7, and $0.6 million in 2006, 2005 and
2004, respectively.
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Defined Benefit Plan

The Company maintains a defined benefit plan for employees of its Gretag-MacBeth AG subsidiary in
Switzerland. The plan is part of an independent collective fund which provides pensions combined with life and
disability insurance. The assets of the funded plan are held independently of the Company’s assets in a legally
distinct and independent collective trust fund which serves various unrelated employers. The Fund's benefit
obligations are fully reinsured by Swiss Life Insurance Company. The plan is valued by independent actuaries
using the projected unit credit method. The liabilities correspond to the projected benefit obligations of which the
discounted net present value is calculated based on years of employment, expected salary increases, and pension
adjustments.

On December 30, 2006, the Company adopted SFAS 158, which required the Company to recognize the funded
status of its pension plan (measured as the difference between the fair value of plan assets and the projected
benefit obligation) on the balance sheet as a net asset or liability. As of December 30, 2006, the Company’s net
pension asset of $1.5 million was included in the other non-current assets line of its Consolidated Balance Sheets.
The adoption of SFAS 158 had no effect on the Company’s Consolidated Statements of Operations.

The last actuarial valuation was carried out as of December 30, 2006. The amounts recognized in the
Consolidated Balance Sheets as of December 30, 2006, were determined as follows (in thousands):

Fair value of plam assets ... .........vveeeemnnneeennnnanatetiananne, $ 20,828
Projected benefitobligation .......... ... ... ... .. iiiiiiii o, (19,342)
Netassetinthe balancesheet ........ ... .c.couiiii i iiiiinnnnn. $ 1486

The net asset of $1.5 million is shown in other long-term assets in the Consolidated Balance Sheets. A summary
of the changes in net asset value from July 5, 2006, the date of the Amazys acquisition, to December 30, 2006, is
as follows (in thousands):

AtJuly 5,2006 . ... o e $1,382
Net periodic pension CosIS .. ... ...t i ittt iy (515)
Cont bt ONS ... e s 612
Foreign exchange translationeffect ............... .. ... ... . o il 7
AtDecember 30,2000 .. ..ottt e $1,486

The following weighted-average assumptions were used in accounting for the defined benefit plan:

DHSCOUNt TalE ... e e e 3.25%
Expected return on plan assets . ...... ...ttt 5.00%
Future salary InCreases . ......... ... ittt 1.50%
Future pension iNCIEASES ... ... .. ... oot ity 0.25%

Future benefits. to the extent that they are based on compensation, include assumed salary increases, as presented
above, consistent with past experience and estimates of future increases in the Swiss industrial labor market.

During the year ended December 30, 2006, the pension fund’s weighted average expected long-term rate of
return on assets was 5%. In developing this assumption, the input from third party pension plan asset managers
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was evaluated, including their review of asset class return expectations, long-term inflation assumptions, and
historical average return.

Net periodic pension cost during the period from July 5, 2006, the date of the Amazys acquisition, to
December 30, 2006 includes the following (in thousands):

Current service costs

Interest

Expected return on plan assets
Contributions made by employees

Net periodic pension cost

Changes in pension benefit obligation from July 5, 2006, the date of the Amazys acquisition, to December 30,
2006, were as follows (in thousands):

Obligations at July 5, 2006 . . .. ... . ... . i $18,752
I g Lot 0o - A PP 1,074
INtErest COSt ..ot i i it e e e 310
Benefit payments .. ... ... i e (833)
Foreign exchange wranslationeffect . ........... ... ... .. .. . i .. 39
Obligations at December 30,2006 . .. ...... ... ... .. i $19,342

Accumulated benefit obligations were $18.7 million as of December 30, 2006.

Changes in the fair value of plan assets from July 5, 2006, the date of the Amazys acquisition, to December 30,
2006, were as follows (in thousands):

Fairvalue at July 5, 2006 .. ... .. ooii i i e $20,477
Benefit payments .............. e e e e e, (833)
Employer contributions .. ... ... .. ... . 612
Participant cOntributions . ........... ..ot e 369
Return on plan assets ... ... ittt i i e e e e i16
Foreign exchange translationeffect . ... ... .. ... ... . ... .., ... ... 87
Fair value at December 30,2006 ......... ... . i, $20,828

The weighted average actual asset allocations, by asset category, for the pension plan assets as of December 30,
2006 were as follows:

Reinsurance contract with Swiss Life ........... . .. ... ... . ... .. .. ..., 88.1%
Equity securities ... .. .. it i e e e e 5.1%
Dbt SeCUIIIES ... ittt i e e i e 1.5%
Real EStALE . ... ottt ettt e e e e e 1.6%
L1117 R A AU O AP ATN 3.7%
B 5 7 [ 100.0%
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The assets held under the collective reinsurance contract by the Plan’s re-insurer Swiss Life Insurance Company
are invested in a mix of Swiss and international bond and equity securities within the limits prescribed by the

Swiss Pension Law.

The following estimated future benefit payments, which reflect expected future service, are expected to be paid

in the years indicated (in thousands):

The Company expects to contribute $1.3 million to the Plan during 2007,

NOTE 11—INCOME TAXES

The provision (benefit} for income taxes consisted of the following (in thousands):

Current:

Deferred:
Federal, state and foreign .. ... ... ... ... .. i
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..... $ 2,111
..... 2,269
..... 2,452
..... 2,763
..... 2,146
..... 12,431
2006 2005 2004
$ (865) 31,590 $2,467
151 456 250
2,864 148 38
2,150 2,194 2,755
(6,286) 1,789 781
$(4,136) $3,983 $3,536
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Major components of the Company’s deferred income tax assets and liabilities are as follows (in thousands):

2006 2008
Assets:
Net operating bosses .. ... ... . i $ 5682 § 3,805
XRYV impairment allowances .................. e 3,658 3,658
L= 11 ' o - S 3,389 1,170
Severance accruals ... .. ... e i e e e 1,833 —
Amortization of intangible assets ............. ... ... i, 1,010 1,222
Accruals not currently deductible ......... ... ... ... . ... ... .. 2,969 © 2441
TaX CredilS . o i i e e e e e e 671 —
Share based compensation . .......... ... ...ttt 504 —
Accountsreceivable .. ... ... ... . e 195 238
19,911 12,534
Valuation allowance . ... ..oiir ittt it ittt e it e (7,182) (3,805)
Deferred inCome taX ASS8IS . . oottt ittt et e e e 12,729 8,729
Liabilities:
Acquired intangibles ........ ... ... .. .. ool o 21,577 —
Software development COSIS ... ... ..ottt 2,073 2,564
Depreciation .. ...ttt i e e e 752 964
OIher o 419 208
Deferred income tax liabilities . . .......... ... ... i 24,821 3,736
Net deferred income tax assets (liabilities) ............c it $(12,092) % 4,993

The Company has recorded valuation allowances on deferred income tax assets related to impairment allowances
and net operating loss carry-forwards for which it is not certain that a future benefit will be received. The net
operating loss carry-forwards are on operations outside of the United States and do not have expiration dates.

The following table represents a reconciliation of income taxes at the United States statutory rate with the
effective rate as follows (in thousands):

2006 2005 2004
Income taxes (benefit) computed at statutory rate of 35% ................... $(10,369) § 5,262 $ 5,586
Increase (decrease) in taxes resulting from:
Non-deductible in-process research and developmentcosts .............. 3,887 — -—
Change in valuation allowance .............. ... .o, 3,377 3576 3,085
Rate differential on foreignincome . .............. ... .. .. oL G317 (3,206) (2,872)
R = - 3.0 98 297 163
Foreign sales COTPOFAtION . . . ... .ttt in it i e eeia e (744) (810) (839)
Researchtax credits ........ ... . ittt e, (622) 519y (1,274)
L0 4T3 554 (557) (313)

$ (4,136) $3,983 § 3,536

Cash expended for income taxes was $4.9, $1.4 and $1.4 million in 2006, 2005 and 2004, respectively.
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The Company expects to repatriate any future earnings of its non-U.S. operations to pay down existing debt. As
of December 30, 2006 and December 31, 2005, the Company did not have material undistributed earnings from
non-U.S. operations, and therefore, U.S. federal income and foreign withholding taxes associated therewith were
not significant, after considering the effects of related foreign tax credits.

NOTE 12—FOUNDERS’ STOCK REDEMPTION AGREEMENTS

During 1998, the Company entered into agreements with its founding shareholders for the future repurchase of
4.5 million shares of the Company’s outstanding stock. The agreements were terminated in November 2004. At
that time, 3.4 million shares remained subject to repurchase. Prior to their termination, the agreements required
stock repurchases following the later of the death of each founder or his spouse. The price the Company would
have paid the founders’ estates for these shares reflected a 10 percent discount from the average closing price for
the ninety trading days preceding the later death of the founder or his spouse, although the discounted price
would not have been less than $10 per share (a total of $45.4 million) or more than $25 per share (a total of
$113.5 million). The cost of the repurchase agreements was to be funded by $160.0 million of proceeds from life
insurance policies the Company purchased on the lives of certain of these individuals. Insurance was purchased
at the $160.0 million level in order to cover both the maximum aggregate purchase price and anticipated
borrowing costs. -

Upon termination of the agreements in November 2004, the Company recorded a credit to interest expense of
$9.0 million, which reversed the accumulation of the liability to increase the value of the agreements that had
occurred since the adoption of SFAS 150 on July 1, 2003. Upon reversal of these charges, the remaining

$34.2 million representing the fair value of the redemption agreements at July 1, 2003, was reclassified to ,
shareholders’ investment. Dividend payments previously classified as interest expense were paid and thus settled
while the repurchase agreements were accounted for as a liability and therefore not reversed to income. Dividend
payments on prograrn shares of $0.09 million per quarter were recorded as interest expense in 2004, while
comparable period dividends in 2005, were recorded as a reduction in shareholders’ investment.

In June 2005, the Company entered into agreements with two life settlement providers for the sale of three life
insurance policies owned by the Company with a total face value of $30.0 million. The Company received .
proceeds of $6.5 million, net of closing costs, from the sale of these policies. The Company recorded a gain of
$1.2 million in the second quarter of 2005 in connection with the sale of these policies, which was included as a
component of Operating Income. At December 30, 2006, the Company’s remammg life insurance portfolio
consisted of eleven policies with a face value of $130.0 million.

Under provisions of the life insurance policies originally purchased to fund the agreements, the Company is
allowed to determine the timing and amount of premivm payments. Premiums on the remaining policies. total
$3.5 miliion per year. The Company elected not to make premium payments for both the 2006 and 2005 policy
years. This election has not materially impacted the cash surrender values in the short-term, nor is it expected
affect payment of future benefits under the policies. The Company continues to review its options with regard to
the future of the remaining poticies.

NOTE 13—CONCENTRATION OF CREDIT RISK

Certain financial instruments potentially subject the Company to concentrations of credit risk. These financial
instruments consist primarily of cash equivalents, trade receivables, and interest rate derivatives. In all cases, the
maximum exposure to loss from credit risk equals the gross fair value of the financial instruments. The need for
reserves for such losses is continually assessed, and historically has been within expectations. The Company does
not require collateral or other security to support financial instruments subject to credit risk. ‘ '
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With respect to cash equivalents and interest rate derivatives, the Company’s credit risk is limited due to the
counterparties being high credit quality financial institutions.

With respect to trade receivables, the Company’s credit risk is limited due to a relatively large customer base and
its dispersion across different industries and geographic areas.

NOTE 14—0OPERATING LEASES

The Company leases real property, equipment and automobiles under agreements that expire on various dates.
Certain leases contain renewal provisions and generally require the company to pay utilities, insurance, taxes,
and other operating expenses. Future minimum rental payments required under operating leases that have initial
or remaining non-cancelable lease terms in excess of one year as of December 30, 2006, are as follows (in
thousands):

2007 e i $2,236
2008 e e e 948
2D L e e e 434
2010 249
74 N 170

Total rental expense charged to operations was $2.2, $1.3, and $1.2 million, in 2006, 2005, and 2004,
respectively. $1.2 million of the 2006 rent expense related to Amazys subsidiaries rent included since July 5,
2006 (the date of the acquisition). Substantially all of the minimum rental payments under operating leases are
related to rent expense.

NOTE 15—CONTINGENCIES, COMMITMENTS AND GUARANTEES

The Company is involved in legal proceedings, legal actions, and claims arising in the normal course of business,
including proceedings related to product, labor, and other matters. Such matters are subject to many
uncertainties, and outcomes are not predictable with assurance. The Company records amounts for losses that are
deemed probable and subject to reasonable estimate. The Company does not believe that the ultimate resolution
of these matters will have a material adverse effect on its financial statements.

Pursuant to a standby letter of credit agreement, the Company has provided a financial guarantee to a third party
on behalf of its subsidiary, located in England. The term of the letter of credit is one year, with an automatic
renewal provision at the grantor’s discretion. The face amount of the agreement is 130,000 British pounds
sterling or approximately $0.3 million at December 30, 2006.

The Company’s product warranty reserves were not significant,

NOTE 16—SHAREHOLDER PROTECTION RIGHTS AGREEMENT

In November of 2001, the Company’s Board of Directors adopted a Shareholder Protection Rights Plan (Plan),
which was implemented in the first quarter of 2002. The Plan is designed to protect shareholders against
unsolicited attempts to acquire control of the Company in a manner that does not offer a fair price to all
shareholders.

Under the Plan, one purchase right automatically trades with each share of the Company’s common stock. Each
Right entitles a shareholder to purchase 1/100 of a share of junior participating preferred stock at a price of
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NOTE 16—SHAREHOLDER PROTECTION RIGHTS AGREEMENT—continued

$30.00, if any person or group attempts certain hostile takeover tactics toward the Company. Under certain
hostile circumstances, each Right may entitle the holder to purchase the Company’s common stock at one-half its
market value or to purchase the securities of any acquiring entity at one-half their market value. Rights are
subject to redemption by the Company at $.005 per Right and, unless earlier redeemed, will expire in the first
quarter of 2012. Rights beneficially owned by holders of 15 percent or more of the Company’s common stock, or
their transferees and afftliates, automatically become void.

NOTE 17—SUBSEQUENT EVENT

On Febmary 7, 2007, the Company completed the sale of its Labsphere subsidiary to Halma Holdings plc
(Halma}. Labsphere, which is based in North Sutton, New Hampshire, provides integrated spheres and systems as
well as reflectance materials to the light measurement markets. This divestiture is part of the Company’s ongoing
strategy to focus resources on its core color-related businesses. Under the terms of the agreement, Halma
acquired all of the outstanding Labsphere stock for $15.4 million in cash, subject to certain closing adjustments.
Proceeds from the sale were used to reduce principal balance of the Company’s first lien credit facility.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Set forth below is a summary of the quarterly operating results on a consclidated basis for the years ended
December 30, 2006 and December 31, 2005. Refer to Management’s Discussion and Analysis provided in Item 7
and the Notes to the Consolidated Financial Statements for further disclosure of significant accounting
transactions that may have affected the quarterly operating results for each of the periods presented.

(In thousands, except per share data)

Diluted
Operating Net Earnings
Gross Income Income (Loss)
wl_{ Sales Profit (Loss) (Loss) Per Share
2006:
First Quarter $30,020 $19438 3 160 $ 236 $.01
Second Quarter 31,972 19471 604 1,620 .07
Third Quarter 54,154 22,385 (29,459) (28,260) (.99)
Fourth Quarter 63,657 36,974 5,931 913 .03

2005;
First Quarter $27,625 $17,524 $ 250 § (295 S(.0D
Second Quarter 32955 21,513 4,132 2,944 .14
Third Quarter 28,432 18,204 1,040 922 .04
Fourth Quarter 41,927 28,748 10,281 7,481 35

The aggregate quarterly earnings (loss) per share amounts as disclosed in the table above does not equal the 2006
annual diluted loss per share because each quarter is calculated independently of the annual period.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE—None

ITEM 9A. CONTROLS AND PROCEDURES
(i) CONTROLS AND PROCEDURES

Under the supervision and with the participation of the Company’s senior management, including the Chief
Executive Officer and Chief Financial Officer, the Company conducted an evaluation of the effectiveness of the
design and operation of its disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(¢) under
the Securities Exchange Act of 1934, as amended (the “Exchange Act™), as of the end of the period covered by
this annual report (the “Evaluation Date™). Based on this evaluation, the Company’s Chief Executive Officer and
Chief Financial Officer concluded as of the Evaluation Date that the Company’s disclosure controls and
procedures were effective such that the information relating to the Company, including consolidated subsidiaries,
required to be disclosed in our Securities and Exchange Commission (SEC) reports (i) is recorded, processed,
summarized and reported within the time periods specified in SEC rules and forms, and (ii) is accumulated and
communicated to the Company’'s management, including the Chief Executive Officer and Chief Financial
Officer, as appropriate to allow timely decisions regarding required disclosure.

(ii) INTERNAL CONTROLS OVER FINANCIAL REPORTING

(a) Management’s Report on Internal Control over Financial Reporting

Management’s Report on Internal Control over Financial Reporting is set forth on page 33 of this report on
Form 10-K.

{(b) Attestation Report of the Registered Public Accounting Firm.

The attestation report of Emst & Young LLP, the Company’s independent registered public accounting firm, on
management’s assessment of the effectiveness of the Company’s internal control over financial reporting and the
effectiveness of the Company’s internal control over financial reporting is set forth on page 34 of this report on
Form 10-K.

Changes in Internal Control over Financial Reporting

There have been no material changes in internal control over financial reporting that occurred during the quarter
ended December 30, 2006 that have materially affected or are reasonably likely to materially affect the
Company's internal control over financial reporting.

ITEM 9B. OTHER INFORMATION—None
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PART III
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPORATE GOVERNANCE

(a) Directors

Information relating to directors appearing under the caption “Election of Directors” in the definitive Proxy
Statement for the 2007 Annual Meeting of Shareholders is incorporated by reference.

(b) Officers

Information relating to executive officers is included in this report in Item 4 of Part I under the caption
“Executive Officers of the Registrant.”

{c¢) Compliance with Section 16(a)

Information concerning compliance with Section 16(a) of the Securities Exchange Act of 1934 appearing under
the caption “Compliance with Reporting Requirements” in the definitive Proxy Statement for the 2007 Annual
meeting of Shareholders is incorporated herein by reference.

(d) Code of Ethics

The Company has adopted a code of ethics that applies to its senior executive team, including its Chief Executive
Officer, Chief Financial Officer, and Chief Accounting Officer. The code of ethics is posted on the Company’s
website at www.xrite.com. The Company intends to satisfy the requirements under Item 5.05 of Form 8-K
regarding disclosure of amendments to, or waivers from, provisions of its code of ethics that apply to the Chief
Executive Officer, Chief Financial Officer or Chief Accounting Officer by posting such information on the
Company’s website. Copies of the code of ethics will be provided free of charge upon written request directed to
Investor Relations at corporate headquarters.

ITEM 11. EXECUTIVE COMPENSATION

The information contained under the caption “Executive Compensation” contained in the definitive Proxy

Statement for the 2007 Annual Meeting of Sharecholders is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information contained under the captions “Securities Ownership of Management” and ““Securities Ownership
of Certain Beneficial Owners and Equity Compensation Plan Summary” contained in the definitive Proxy
Statement for the 2007 Annual Meeting of Shareholders is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information contained under the caption “Certain Relationships and Related Transactions™ contained in the
definitive Proxy Statement for the 2007 Annual Meeting of Shareholders is incorporated herein by reference.

ITEM 14, PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information contained under the caption “Our Relationship with Our Independent Auditors” contained in the
definitive Proxy Statement for the 2007 Annual Meeting of Shareholders is incorporated herein by reference.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENTS SCHEDULES
(a)1 The following financial statements, all of which are set forth in Item 8, are filed as a part of this

report:
Report of Independent Registered Public Accounting Firm on Internal Control Over Financial Reporting ... 34
Report of Independent Registered Public Accounting Firm on Financial Statements .................... 35
Consolidated Balance Sheets ... ..ot e i ettt it irr e et e tae e b e 36
Consolidated Statements of OPErations ... ... ... eevuereanneta e iiaaaanes s 38
Consolidated Statements of Shareholder’s Investment . . ... oo 39
Consolidated Statements of Cash Flows ... ... oo i i e 40
Notes to Consolidated Financial Statements - . . ..ot et 41

(2)2 The following financial statements schedule is filed as a part of this report beginning on page 71:

Schedule II Valvation and Qualifying Accounts

{b) See Exhibit Index located on page 73.

(¢) Al other schedules required by Form 10-K Annual Report have been omitted because they were
inapplicable, included in the notes to the consolidated financial statements, or otherwise not required
under the instructions contained in Regulation 8-X.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

X-RITE, INCORPORATED

March 12, 2007 /s/  THOMAS J. VACCHIANO JR.

Thomas J. Vacchiano Jr.
Chief Executive Officer
(principal executive officer)

March 12, 2007 Is/ MARY E. CHOWNING

Mary E. Chowning,
Executive Vice President and Chief Financial Officer
(principal financial and accounting officer)

Pursuant to the requirements of the Securities and Exchange Act of 1934, this report has been signed below on
this 12th day of March, 2007, by the following persons on behalf of the Registrant and in the capacities indicated.

Each director of the Registrant whose signature appears below, hereby appoints Thomas J. Vacchiano Jr. and
Mary E. Chowning, and each of them individually as his attorney-in-fact to sign in his name and on his behalf as
a Director of the Registrant, and to file with the Commission any and all amendments to this report on Form
10-K to the same extent and with the same effect as if done personally.

/s/  GIDEON ARGOV /s/  STANLEY W. CHEFF
Gideon Argov, Director Stanley W, Chefl, Director
/s/ MaRrI1o FONTANA /s/ L. PETER FRIEDER
Mario Fontana, Director L. Peter Frieder, Director
fs/  MassmMo S. LATTMANN fs/ PAUL R. SYLVESTER
Massimo S. Lattmann, Director Paul R. Sylvester, Director
fs/ Jouw E. UTLEY {s{ THOMAS J, VACCHIANO JR.
John E, Utley, Director Thomas J. Vacchiano Jr., Director

Is/ MARK D. WEISHAAR
Mark D. Weishaar, Director
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Valuation and Qualifying Accounts
X-Rite, Incorporated
(in thousands)

Additions Deducted
Charged to, Balance
Costs and at end

Expenses  Deductions* of Period

Balance at
ey
Year ended December 30,2006
Allowance for losses on accounts receivable ................. $1,185
Year ended December 31, 2005
Allowance for losses on accounts receivable ................. 1,470
Year ended January 1, 2005
Allowance for losses on accountsreceivable ................. 1,527

* Deductions represent uncollectible accounts written-off, net of recoveries.
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3

3(2)

3(3)

3(4)

3(5)

4(1)

4(2)

EXHIBIT INDEX

Transaction Agreement dated as of January 30, 2006, between X-Rite, Incorporated and Amazys
Holding AG (filed as exhibit to Form 8-K dated January 31, 2006 (Commission File No. 0-14800) and
incorporated herein by reference).

Restated Articles of Incorporation (filed as exhibit to Form S-18 dated April 10, 1986 (Registration
No. 33-3954C) and incorporated herein by reference).

Certificate of Amendment to Restated Articles of Incorporation adding Article IX (filed as exhibit to
Form 10-Q for the quarter ended June 30, 1987 (Commission File No. 0-14800) and incorporated
herein by reference).

Certificate of Amendment to Restated Articles of Incorporation amending Article I1I (filed as exhibit
to Form 10-K for the year ended December 31, 1995 (Commission File No. 0-14800) and
incorporated herein by reference).

Certificate of Amendment to Restated Articles of Incorporation amending Article TV as filed with the
Michigan Department of Consumer & Industry Services (filed as exhibit to Form 10-K for the year
ended January 2, 1999 (Commission File No. 0-14800) and incorporated herein by reference).

Amended and Restated Bylaws of X-Rite, Incorporated, as amended and restated November 14, 2006
(filed as exhibit to Form 8-K dated November 20, 2006 (Commission File No. 0-14800) and
incorporated herein by reference).

X-Rite, Incorporated commeon stock certificate specimen (filed as exhibit to Form 10-Q for the quarter
ended June 30, 1986 (Commission File No. 0-14800) and incorporated herein by reference).

Shareholder Protection Rights Agreement, dated as of March 29, 2002, including as Exhibit A the
form of Rights Certificate and of Election to Exercise, and as Exhibit B the form of Certificate of
Adoption of Resolution Designating and Prescribing Rights, Preferences and Limitations of Junior
Participating Preferred Stock of the Company (filed as exhibit to Form 10-K for the year ended
December 29, 2001 (Commission File No. 0-14800) and incorporated herein by reference).

The following material contracts identified with “*” preceding the exhibit number are agreements or
compensation plans with or relating to executive officers, directors or related parties.

*10(1)

*10(2)

*10(3)

*10(4)

*10(5)

X-Rite, Incorporated Cash Bonus Conversicn Plan (filed as Appendix A to the definitive proxy
statement dated April 8, 1996 relating to the Company’s 1996 annual meeting (Commission File No.
0-14800) and incorporated herein by reference).

Form of Indemnity Contract entered into between X-Rite, Incorporated and members of the board of
directors (filed as exhibit to Form 10-Q for the quarter ended June 30, 1996 (Commission File No. 0-
14800) and incorporated herein by reference).

Chairman’s Agreement, dated as of July 16, 1999, between X-Rite, Incorporated and Ted Thompson
(filed as exhibit to Form 10-Q for the quarter ended July 3, 1999 (Commission File No. 0-14800) and
incorporated herein by reference).

Employment Arrangement Effective Upon a Change in Control entered into between X-Rite,
Incorporated and certain persons together with a list of such persons (filed as exhibit to Form 10-K for
the year ended January 1, 2000 (Commission File No. 0-14800) and incorporated herein by
reference).

Deferred Compensation Trust Agreement, dated as of November 23, 1999, between X-Rite,
Incorporated and Richard E. Cook (filed as exhibit to Form 10-K for the year ended January 1, 2000
(Commission File No. 0-14800) and incorporated herein by reference).
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*10(6)

*10(7)

*10(8)

*10(9)

*10(10)

*10(11)

*10(12)

*10(13)

*10(14)

*10(15)

*10(16)

*10(17)

*10(18)

EXHIBIT INDEX—{continued)

Operating Agreement for XR Ventures, LLC, dated as of September 14, 2000, among XR Ventures,
LLC, X-Rite, Incorporated, Dr. Peter M. Banks and Mr. James A. Knister (filed as exhibit to Form
10-Q for the quarter ended September 30, 2000 (Commission File No. 0-14800) and incorporated
herein by reference).

First Amendment to the X-Rite, Incorporated Amended and Restated Cash Bonﬁs Conversion Plan
(filed as exhibit to form 10-Q for the quarter ended September 29, 2001 (Commission File No. 0-
14800) and incorporated herein by reference).

First Arnendment to the Chairman’s Agreement, dated as of September 13, 2001, between X-Rite,
Incorporated and Ted Thompson (filed as exhibit to Form 10-Q for the quarter ended September 29,
2001 (Commission File No. 0-14800) and incorporated herein by reference).

Form of Indemnity Agreement entered into between X-Rite, Incorporated and members of its board of
directors and officers together with a list of such persons (filed as exhibit to Form 10-Q for the quarter
ended September 28, 2002 (Commission File No. 0-14800) and incorporated herein by reference).

Form of Indemnity Agreement entered into between X-Rite, Incorporated and Paul R. Sylvester (filed
as exhibit to Form 10-Q for the quarter ended September 28, 2002 (Commission File No. 0-14800)
and incorporated herein by reference).

Form of Indemnity Agreement entered into between X-Rite, Incorporated and Mark D. Weishaar
(filed as exhibit to Form 10-Q for the quarter ended September 28, 2002 (Commission File No. 0-
14800) and incorporated herein by reference).

X-Rite, Incorporated Amended and Restated Qutside Director Stock Option Plan, effective as of
January 26, 2003 (filed as Appendix A to the definitive proxy statement dated April 11, 2003 relating
to the Company’s 2003 annual meeting (Commission File No. 0-14800) and incorporated herein by
reference).

X-Rite, Incorporated Amended and Restated Employee Stock Option Plan, effective as of January 26,
2003 (filed as Appendix A to the definitive proxy statement dated April 11, 2003 relating to the
Company’s 2003 annual meeting (Commission File No. 0-14800) and incorporated herein by
reference).

Employment Agreement between X-Rite, Incorporated and Michael C. Ferrara, effective as of
September 30, 2003 (filed as exhibit to Form 10-Q for the quarter ended September 27, 2003
(Commission File No. 0-14800) and incorporated herein by reference).

Second Amendment to the Operating Agreement between X-Rite, Incorporated and XR Ventures,
LLC, effective as of December 12, 2003 (filed as exhibit to Form 10-K for the year ended January 3,
2004 (Commission File No. 0-14800) and incorporated herein by reference).

X-Rite Incorporated Amended and Restated Employee Stock Purchase Plan, effective as of February
10, 2004 (filed as Appendix A 1o the definitive proxy statement dated April 7, 2004 relating to the
Company’s 2004 annual meeting (Commission File No. 0-14800) and incorporated herein by
reference).

First Amendment to the X-Rite, Incorporated Amended and Restated Outside Director Stock Option
Plan, effective as of January 26, 2003 (filed as exhibit to Form 10-Q for the quarter ending July 3,
2004 (Commission File No. 0-14800) and incorporated herein by reference).

Third Amendment to the Operating Agreement between X-Rite, Incorporated and XR Ventures; LLC,
effective as of December 12, 2003 (filed as exhibit to Form 10-Q for the quarter end April 3, 2004
{Commission File No. 0-14800) and incorporated herein by reference).
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EXHIBIT INDEX—{continued)

*10(19)

*10(20)

*10(21)

*10(22)

*10(23)

*10(24)

*10(25)

*10(26)

*10(27)

*10(28)

*10(29)

10(30)

*10(31)

*10(32)

*10(33)

*10(34)

Form of Indemnity Agreement between X-Rite, Incorporated and L. Peter Frieder (filed as exhibit to
Form 10-X for the year ended January 1, 2005 (Commission File No. 0-14800) and incorporated
herein by reference).

Form of Stock Option Agreement from the 2003 Amended and Restated Qutside Director Stock
Option Plan (filed as exhibit to Form 10-K for the year ended January 1, 2005 (Commission File No.
0-14800) and incorporated herein by reference).

Form of Stock Option Agreement from the 2003 Amended and Restated Employee Stock Option Plan
(filed as exhibit to Form 10-K for the year ended January 1, 2005 (Commission File No. 0-14800} and
incorporated herein by reference).

Form of X-Rite, Incorporated Second Restricted Stock Plan Agreement (filed as exhibit to Form 10-K for
the year ended January 1, 2005 (Cornmission File No. 0-14800) and incorporated herein by reference).

Second Amendment to the Employment Agreement between X-Rite, Incorporated and Michael C.
Ferrara, effective as of January 30, 2006 (filed as exhibit to Form 8-K dated January 31, 2006
{(Commission File No. 0-14800) and incorporated herein by reference).

Employment Agreement between X-Rite, Incorporated and Mary E. Chowning, effective as of
January 30, 2006 (filed as exhibit to Form §-K dated January 31, 2006 (Commission File No. 0-
14300} and incorporated herein by reference).

Arrangement for directors’ fees (description provided under the caption “Compensation of Directors”
in the definitive proxy statement dated July 24, 2006 relating to the Company’s 2006 annual meeting
{Commission File No. 0-14800} and incorporated herein by reference).

Amendment No. 1 to the Employment Agreement between X-Rite, Incorporated and Michael C.
Ferrara (filed as exhibit to Form 8-K dated October 6, 2005 (Commission File No, 0-14800) and
incorporated herein by reference).

Special Post Employment Health Plan for Michael C. Ferrara (filed as exhibit to Form 8-K dated
October 6, 2005 (Commission File No. 0-14800) and incorporated herein by reference).

Schedule of Compensation for the Company’s Executive Officers (scheduled included in Form 8-K
dated November 20, 2006 (Commission File No. 0-14800) and incorporated herein by reference).

Schedule of Option and Restricted Stock Compensation for the Company’s Executive Officers
{schedule included in Form 8-K dated March 12, 2007 (Commission File No., 0-14800) and
incorporated herein by reference).

Mortgage and Security Agreement, dated as of June 30, 2006, between X-Rite, Incorporated and Fifth
Third Bank (filed as exhibit to Form 10-Q for the quarter ended July 1, 2006 (Commission File No. 0-
14800) and incorporated herein by reference).

Separation Agreement, dated as of July 5, 2006, between X-Rite, Incorporated and Dr. Peter Banks
{filed as exhibit to Form 8-K dated July 7, 2006 (Commission File No. 0-14800) and incorporated
herein by reference).

Employment Agreement between X-Rite, Incorporated and Francis Lamy, effective as of July 5, 2006
(filed as exhibit to Form 8-K dated January 31, 2006 (Commission File No. 0-14800) and
incorporated herein by reference).

Employment Agreement between X-Rite, Incorporated and Thomas J. Vacchiano, Jr., effective as of
July 5, 2006 (filed as exhibit to Form 8-K dated January 31, 2006 (Commission File No. 0-14800) and
incorporated herein by reference).

X-Rite, Incorporated 2006 Omnibus Long Term Incentive Plan, effective as of June 30, 2006 (filed as
Exhibit A to the definitive proxy statement dated July 24, 2006 relating to the Company’s 2006
annual meeting (Commission File No. 0-14800) and incorporated herein by reference),
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EXHIBIT INDEX—(continued)

*10(35) . Form of Officer Stock Option Agreement under the X-Rite, Incorporated 2006 Omnibus Long Term
Incentive Plan.

*10(36) Form of Qutside Director Stock Option Agreement under the X-Rite, Incorporated 2006 Omnibus
Long Term Incentive Plan.

#10(37) Form of Employee Stock Option Agreement under the X-Rite, Incorporated 2006 Omnibus Long
Term Incentive Plan.

*10(38) Form of Consultant & Advisor Stock Option Agreement under the X-Rite, Incorporated 2006
Omnibus Long Term Incentive Plan.

*10(39)  Form of Restricted Stock Agreement under the X-Rite, Incorporated 2006 Omnibus Long Term
Incentive Plan.

10{40) Agreement of Purchase and Sale between X-Rite, Incorporated and Target Corporation regarding sale
of the registrant’s corporate headquarters and manufacturing facility, effective as of September 14,
2006 (filed as exhibit to Form 8-K dated September 19, 2006 (Commission File No. 0-14800) and
incorporated herein by reference).

*1({41) Employment Agreement between X-Rite, Incorporated and Bernard J. Berg, effective as of February
20, 2007 (filed as exhibit to Form 8-K dated February 26, 2007 (Commission File No. 0-14300} and
incorporated herein by reference).

*10(42) Consulting Agreement between X-Rite, Incorporated and Bernard J. Berg, effective as of January 1,
2009 (filed as exhibit to Form 8-K dated February 26, 2007 {Commission File No. 0-14800) and
incorporated herein by reference).

10(43) Amended and Restated First Lien Credit and Guaranty Agreement dated as of June 30, 2006 amonyg
X-Rite, Incorporated as Borrower, Certain Subsidiaries of X-Rite, Incorporated as Guarantors,
Various Lenders, Goldman Sachs Credit Partners L.P. as Lead Arranger and Bookrunner, Goldman
Sachs Credit Partners L.P. as Administrative Agent and Collateral Agent and Merrill Lynch Capital, a
Division of Merrill Lynch Business Financial Services Inc. as Syndication Agent (filed as exhibit to
Form 10-Q for the quarter ended July 1, 2006 (Commission File No. 0-14800) and incorporated
herein by reference).

10(44) Amended and Restated Second Lien Credit and Guaranty Agreement dated as of June 30, 2006 among
X-Rite, Incorporated as Borrower, Certain Subsidiaries of X-Rite, Incorporated as Guarantors,
Various Lenders, Goldman Sachs Credit Partners L.P. as Lead Arranger, Bookrunner and Syndication
Agent and Goldman Sachs Credit Partners L.P. as Administrative Agent and Collateral Agent (filed as
exhibit to Form 10-Q for the quarter ended July 1, 2006 (Commission File No. 0-14800) and
incorporated herein by reference).

14 X-Rite, Incorporated Code of Ethics for Senior Executive Team (filed as exhibit to Form 10-K for the
year ended January 3, 2004 (Commission File No. 0-14800) and incorporated herein by reference).

21 Subsidiaries of X-Rite, Incorporated.

23 Consent of Independent Registered Public Accounting Firm.

3.1 Certification of the Chief Executive Officer and President of X-Rite, Incorporated pursuant to Section
302 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350).

31.2 Certification of the Chief Financial Officer and Vice President of Finance of X-Rite, Incorporated
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350).

321 Certification Pursuant To 18 U.S.C. Section 1350 as Adopted Pursuant To Section 306 of the

Sarbanes-Oxley Act of 2002.
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EXHIBIT 21
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11.
| 12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22
23.

25,
26.
27.
28.
29.
30.
31.

X-RITE, INCORPORATED
LIST OF CONSOLIDATED SUB_SIDIARIES
X-Rite International, Inc.
X-Rite Holdings, Incorporated
X-Rite GmbH
X-Rite Asia Pacific Limited
X-Rite Ltd.
X-Rite MA, Incorporated
OTP, Incorporated
Labsphere, Inc. (sold on February 7, 2007)
X-Rite Méditerranée SARL
X-Rite Global, Incorporated.
XR Ventures, LLC
X-Rite Europe, B.V.
X-Rite, (Shanghai) International Trading Co. Ltd.
Monaco Acquisition Company
X-Rite, KK
X-Rite, Italy Srl.
X-Rite Asia Pacific PTE
Lahsphere Ltd. (sold on February 7, 2007)
Amazys Holding AG
Amazys Beteilgungen AG
Gretag Macbeth AG
Gretag Macbeth Company Ltd.
Gretag Macbeth GmbH
Gretag Macbeth UK Ltd.
Viptronic GmbH
Gretag Macbeth LL.C
Sequel Imaging LLC
Graphic Intelligence Agency LL.C
LOGQO Betiligungsgesellschft GmbH
LOGO Komuniaktions Drucktechnik GmbH &Co.
Gretag Machbeth Italy Srl




EXHIBIT 23 (a)
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the Registration Statements (Form S-8 No. 33-29288, 33-29290,
33-82258, 33-82260, 333-111263, 333-111264, 333-117066 and 333-136945) pertaining to various employee
stock incentive plans of X-Rite, Incorporated of our reports dated March 3, 2007 with respect to the consolidated
financial statements and schedule of X-Rite, Incorporated and subsidiaries, X-Rite, Incorporated and subsidiaries
management’s assessment of the effectiveness of internal control over financial reporting, and the effectiveness
of internal control over financial reporting of X-Rite, Incorporated and subsidiaries, included in this Annual
Report (Form 10-K) for the fiscal year ended December 30, 2006.

/s/ Ernst & Young
Grand Rapids, Michigan
March 12, 2007




Exhibit 31.1

CERTIFICATIONS PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Thomas J. Vacchiano Ir., certify that:

1. T have reviewed this report on Form 10-K of X-Rite, Incorporated;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e}) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

¢) evaluated the effectiveness of the registrant’s disclosure controls and procedures, and presented in this report
our conclusions about the effectiveness of the disclosures controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an Annual
Report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors :

a) all significant deficiencies and material weaknesses in the design or operation of internal controls over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b} any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: March 12, 2007

/s/ THOMAS J. VACCHIANO IR,
Thomas J. Yacchiano Jr.




Exhibit 31.2

CERTIFICATIONS PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Mary E. Chowning, certify that:
1. I have reviewed this report on Form 10-K of X-Rite, Incorporated;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report; -

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
.present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report; .

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures, and presented in this report
our conclusions about the effectiveness of the disclosures controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter {the registrant’s fourth fiscal quarter in the case of an Annual
Report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors :

a) all significant deficiencies and material weaknesses in the design or operation of internal controls over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financiat reporting.

Date: March 12, 2007

/s/ MAaryY E. CHOWNING
Mary E. Chowning




Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350 AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connectjon with the Annual Report of X-Rite, Incorporated, {the “Company””) on Form 10-K for the
period ending December 30, 2006, as filed with the Securities and Exchange Commission on the date hereof (the
“Report”™), the undersigned Chief Executive Officer and Chief Financial Officer of the Company hereby certify,
pursuant to 18 U.S.C. 1350, as adopted pursuant to 906 of the Sarbanes-Oxley Act of 2002 that based on their
knowledge (1) the Report fully complies with the requirements of Section 13(a) or 15 (d) of the Securities
Exchange Act of 1934, and (2) the information contained in the Report fairly represents, in all material respects,
the financial condition and results of operations of the Company as of and for the periods covered in the Report.

fs/ THOMAS J. VACCHIANO JR. Is/  Mary E, CHOWNING
Thomas J. Vacchiano Jr. Mary E. Chowning

March 12, 2007

A signed original of this written statement required by Section 906, or other document authenticating,
acknowledging, or otherwise adopting the signature that appears in typed form within the electronic version of
this written statement required by Section 906, has been provided to X-Rite, Incorporated, and will be retained by
X-Rite, Incorporated, and furnished to the Securities and Exchange Commission or its staff upon request.

The foregoing certification is being furnished to the Securities and Exchange Commission as an exhibit to
the Form 10-K and shall not be considered filed as part of the Form 10-K.
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